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A Banker’s Diary 


THERE are signs that public opinion is at last becoming concerned about 

the problems arising out of India’s wholesale accumulation of sterling under 

the financial agreement of November 1939. At the end of 

Indian May, the sterling balances and securities of the Reserve Bank 

Sterling of India amounted to £745 millions, and at the present rate 

Balances of increase (about {260 millions per annum) they may be 

expected to reach around {900 millions at the end of 1944, 

compared with a mere £56 millions at the outbreak of war. These balances, 

moreover, have of course been piled up after the repayment of virtually the 
whole of India’s public debt of £360 millions outstanding in 1939. 

It is clear that this fantastic result of the present agreement can have been 
foreseen by neither party at the time the arrangement was entered into. 
The feature of this agreement that is grossly unfair to this country is that the 

nore inflation there is in India, the greater becomes the sterling counterpart 
of the war expenditure borne by this country. 

It would seem both practicable and fair to ‘‘ squeeze the water ”’ out of 
these balances by deflating the sums accrued by means of a. price index. 
The actual index to be employ ed would, of course, depend on the rise in the 
prices of the actual goods and services included in the war expenditure borne 
by this country. But a rough calculation based on the All-India index of 
wholesale prices suggests that adjustment for the inflationary element in the 
balances would reduce this country’s liability, in terms of present-day pounds, 
by at least {150 millions. Since it may be assumed that India will require 
to hold something like £300 millions of sterling as a currency reserve and for 

general purposes, the problem of repayment would on this basis once again 

be reduced to manageable proportions. Moreover, the application of this 
principle would just about halve the additional sterling sums accruing to 
India’s credit under the present arrangements from now until the end of 
the war. 


” 


THE question of the financial settlement between this country and India is 
closely bound up with projects for the long-term economic development of 
India, such as the ‘“‘ Bombay Plan ”’ drawn up by a number of 


The prominent Indian industrial personalities and_ recently 
‘‘Bombay published as a Penguin Special (“‘ A Plan of Economic Develop- 
Plan ”’ ment for India,” price gd.)._ As will be seen from the table 


overleaf, the finance of the Plan takes credit for £750 millions 
derived from sterling securities. This implies a total holding of at least {1,000 
millions of sterling balances, and it is tacitly implied that these would be heavily 
drawn upon during the first five years after the war, since an initial influx 
of capital from abroad would be needed to raise the productivity of the 
Indian people at the outset, and thus help to create a substantial volume of 
finance from internal sources during the later stages of the Plan. 

The general objective of the Plan, to raise the standard of living in India 
by a programme of large-scale capital development, is one that will command 
the greatest sympathy in this country. Nor is this only from altruistic motives, 
since the prosperity of the world economy as a whole will be greatly assisted 
by the capital development of the huge undeveloped areas of the world, 
especially India and China with their immense populations. Nevertheless, 
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it seems doubtful whether this process could be pressed forward at quite the 
pace envisaged in the Bombay Plan: for example, Government experts have 
estimated the possible increase in agricultural production in India at about 
30 per cent., compared with an increase of 130 per cent. envisaged in the 
Plan. In addition, both the methods of finance contemplated, and the actual 
figures of sums required, are open to very serious criticisms. 

FINANCE OF “BOMBAY PLAN” 











CAPITAL REQUIRED METHOD OF FINANCE 
fm. | External: £m. £m. 
Industry .. ass oF 3,360 | Hoarded wealth. . aA ey: 225 
Agriculture nd rr 930 Sterling Securities és oa 750 
Communications .. mS 705 Balance of trade ae én 450 
Education .. s i 3074 | Foreign borrowing aa s 525 
Health b ov = 3378 | —_—— 1,950 
Housing... ai eae 1,650 | Internal: 
Miscellaneous oa a 150 | Savings .. ia em a 3,000 
“Created money ”’ - as 2,550 
54550 
7,500 | 7,500 








Tuus, the authors of the Plan estimate India’s potential saving at 6 per cent. 
of the national income (which compares, for example, with no more than 
7 per cent. in this country in the pre-war years). They then 

Finance go on to assume that a further £2,550 millions of saving can 

Shaky ? be secured against “created money.” It should be clearly 

realized that spontaneous saving already includes saving in the 
form of liquid assets; and if the maximum that should be allowed for 
spontaneous saving is 6 per cent. of the national income, then anything addi- 
tional to this would represent forced saving, i.e. inflation. And this process 
of inflation must, of course, be expected to raise prices cumulatively and so 
increase all the estimates of mone tary cost employed in the Plan. 

These, in any case, are based throughout on 1931-39 price levels. Since 
it is safe to assume that prices in India will remain between 50 and 100 per 
cent. higher than before the war, the actual cost of the Bombay Plan would 
therefore be something between {11,250 millions and £15,000 millions, and 
not £7,500 millions as assumed. It is true that this increase in prices would 
itself raise the national income and therefore the volume of internal savings 
available to finance the Plan. But it would not increase the volume of finance 
available from external sources. If it was sought to close this gap from 
internal sources, the amount of inflation would hav e to be very considerably 
increased. An alte ‘rnative, and surely one that is preferable from the point 
of view of all parties, would be to increase the amount of foreign borrowing. 
As the authors of the Plan point out, India’s credit in foreign capital markets 
is now very high. It is to be hope -d that political conside rations will not 
prevent a fertilizing inflow of capital from abroad that could be of enormous 
value to the Indian population and the world economy as a whole. 





THE Midland Bank has recently announced its decision to become a member 
of the Agricultural Mortgage Corporation, whose facilities will therefore be 
available henceforth through that bank as through the 

Agricultural other member banks. The decision, it is stated, was based 
Credit upon the view that the Government’s policy of securing 
‘healthy and well-balanced” agriculture calls for the 
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united support of the banks, having regard especially to the provisions of the 
Agricultural (Miscellaneous Provisions) Bill recently before Parliament. 
Clause 2 of this Bill empowers the Corporation to make long-term loans to 
agriculture for capital purposes at an interest rate of no more than 34 per cent., 
and this is expected to lead to a considerable expansion in the Corporation’s 
activities. 

In recent times these have fallen to a very low level. It will be recalled 
that the Corporation, which was formed in 1928 with a capital of £650,000, 
raised {8,500,000 in the form of 5 per cent. debentures, and {2,000,000 on 
4} per cent. debentures. In the subsequent period of cheap money, the 
Corporation found it difficult to find employment for funds borrowed at these 
comparatively high rates, even though it was assisted by a subsidy from the 
Government to cover working expenses. This position has been aggravated 
by the exceptional wartime liquidity of farmers as of other producers, which 
is understood to have reduced the agricultural advances of the clearing banks 
to the lowest level for many years, despite the great expansion in farm output. 


CLEARING bank deposits reached a fresh record level in May with a jump 
of £33-9 millions to £4,050.6 millions, or about {19 millions more than the 
previous peak reached on December 31 last. Over the first 
Record five months of last year, deposits actually showed a net decline 
Bank of £63 millions, so that at first sight credit expansion would 
Deposits seem to be proceeding at a considerably more rapid pace than 
a year ago. This impression is definitely modified, however, 
when movements in the outstanding issue of tax reserve certificates are also 
taken into account. Since the turn of 1943, the outstanding issue this year 
has shown a contraction of £54.6 millions, compared with an increase of 
{10.5 millions during the first five months of 1943. On the other hand, the 
note circulation this year has shown an expansion of £45.8 millions, compared 
with only £21.6 millions over the corresponding months last year. Thus the 
net effect is that the public’s liquid assets as a whole increased by about 
{11 millions in the five months January-May 1944, whereas they declined 
by about £31 millions in the corresponding months of 1943. 


May Change on: 

1944 Month Year 

£m. fm. £m. 
Deposits .. fs a 4,050.60 + 33.9 - 485.0 
Cash a ae ae 417.5 — 12.5 + 40.5 
Call money es oe 572.7 3.4 + 14.7 
Bills it a ai 174.1 + 25.5 + 20.0 
(aS: ee ee “e 1,309.5 — 4.5 + 386.0 
Investments — Ke 1,161.4 + 9.0 + II1.1 
Advances bs ia 755-0 -_ 2.2 — 41.6 


Money market assets, it will be seen, provide the counterpart for the 
whole of last month’s increase in deposits. At the same time, it will be noted 
that the combined increase of £34 millions in bills and call money accounts for 
less than half of the addition of £80 millions to the outstanding tender treasury 
bill during May, the balance havi ing obviously been absorbed on the one hand 
by overseas holders of sterling and on the other hand by special buying. 
Though the banks’ holdings of Treasury deposit receipts show a slight decline 
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on the month, it is probable that the recovery in the clearing banks’ money 
market assets would have been expedited if the authorities had pitched 
somewhat lower their calls for new finance in the form of Treasury deposits. 
This is not absolutely certain, however, as pre-encashments of T.D.R.’s 
during May amounted to no less than {97.5 millions. Had the weekly T.D.R. 
calls been on a smaller scale, it is possible that the banks would have chosen 
to present fewer deposit receipts for payment before maturity, rather than 
to buy more bills. A further addition of {11.1 millions to the combined 
investments portfolio makes an increase of £25.2 millions since the end of 
March, but still leaves this item £5.5 millions below the peak level touched 
in November last. “Advances show little change, either on the month or the 
year. At this time last year, however, the downward trend was still in progress, 
and the outstanding advances total declined by {£26 millions between the 
end of May and the end of August. Judging by the indications of the past 
few months it therefore seems probable that the advances item from now 
on will once again show a net increase on the year. 


BarcLays Bank (D.C. & O.) have announced that they will assist in the 
higher education of the sons and daughters of the permanent clerical staff 
and pensioners in South Africa by the award of grants for 
Barclays Bank University courses in that country. Under the educational 
(D.C. & O.) system prevailing in South Africa it was felt that this 
Educational would be of greater advantage than the offer of school 
Scheme scholarships, such as those made available to the staff of 
Barclays Bank Ltd. under the scheme reported in our issue 
of July 1943. As in the case of the English scheme, the South African awards 
will be on a competitive basis and the bank will bear the main portion of the 
boarding and tuition fees. There are no restrictions as to the particular 
degree for which a student may desire to qualify, nor is there any obligation 
to enter the bank when a University course is finished. 


In reply to a question, the Chancellor of the Exchequer has stated that in 
the first quarter of this year we were transferring goods and services to the 
United States at the rate of about {260 millions a year, com- 


British pared with {120 millions a_ year during the corresponding 
Mutual months of 1943. This is apart from the programme of capital 
Aid installations, and also excludes shipping services. Our total 


free aid to the United States, both in this country and abroad, 
up to the end of March last, is estimated to amount to not less than £470 
millions. 


BANKERS honoured in the recent Birthday Honours list were Mr. Arthur 

Morse, chairman of the Hong-Kong and Shanghai Banking Corporation, 

who was awarded a C.B.E., and Mr. J. H. Hambro, managing 

Birthday director of the United Kingdom Commercial Corporation, 

Honours’ who becomesaC.M.G. An award of special interest to readers 

of THE BANKER, who have enjoyed his criticisms of bank 

architecture for many years, is the bestowal of a Knighthood on Professor 
C. H. Reilly, who is created a Knight Batchelor. 
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Central Banking in Evolution 


N a few weeks’ time, we are due to pass an important landmark in banking 

history. On July 27, the Bank of England will celebrate the 250th anniversary 

of its own foundation in 1694, and also the centenary of the decisive Bank 
Charter Act of 1844. For many decades now, the Bank has been taken com- 
pletely for granted as the apex of the pyramid of credit and the hub of the 
British banking system. It requires the juxtaposition of these two anniversaries 
to remind us that the Bank of England had been in existence for a full century 
and a half before England had anything like a central bank in the full modern 
sense of the term—which means, of course, that the central banking tradition 
of the textbooks dates back for something less than a century. Moreover, 
it is not without significance that the Bank’s double anniversary coincides 
closely with the issue of the White Paper on Employment Policy, which sets 
out proposals for maintaining our economy on an even keel with the aid of 
policies to be directed from Whitehall rather than from Threadneedle Street. 
This serves as an additional reminder that the technique of central banking, 
even in its most refined form, does not represent the last word in methods 
of economic control. It raises the question of what the function of the central 
bank is to be in our future economy ; some might even regard it as raising 
the more fundamental question whether a full employment policy—and the 
conditions giving rise to it—leave scope for anything more at all than a 
passive réle on the part of the central bank. 

In 1844 the Bank of England already enjoyed great influence and prestige ; 
it had left far behind its comparatively humble beginnings as ‘“‘ a Whig finance 
company.”’ But its public responsibilities were limited, ill-defined and indeed 
still the subject of keen controversy. Nearly another quarter of a century 
would have to pass before the idea would be accepted byeverybody (including 
the Bank itself) that the Bank had a duty to intervene actively to prevent 
extremes of boom and promote recovery from depression—that the Bank 
should be, as it were, the Governor of the economic machine. It is in this 
sense that de Kock rightly speaks of the handling of the 1873 crisis as having 
‘finally established ” the Bank as “ the central bank of Great Britain.” 

It is the essence of this stabilizing function that the central bank should 
be willing to follow a policy precise ly contrary to that of the other members 
of the system, including the commercial banks as well as the public. To 
perform this primary task, the central bank must be willing to lend freely 
just when others are calling in loans, to maintain a high degree of liquidity 
just when others are locking up their resources and expanding their liabilities. 
Mr. Hankey,-a director of the Bank, who denied even after the events of 1866 
that the Bank had any duty to act as lender of last resort, could not have 
expressed his views better than by saying that : ‘‘ The more the conduct 
of the affairs of the Bank is made to assimilate to the conduct of every other 
well-managed bank in the United Kingdom, the better for the Bank and the 
better for the community at large.”” This is in truth the negation of central 
banking. 

Mr. Hankey notwithstanding, however, events had long been conspiring 
to ensure that the Bank of England should in fact conduct its affairs differently 
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from other well-managed British banks. Although it was not until after the 
Overend Gurney crisis of 1866 that a Governor of the Bank referred publicly 
to “the duty which we conceived was imposed upon us of supporting the 
banking community,” the Bank had for many years been looked to by the 
City as lender of last resort. What is more, it had given tacit recognition 
to the fact that it held the ultimate reserve of the banking system in the 
policy of maintaining a ratio of 35-40 per cent., instead of the 12 or 13 per cent 
ratio observed by “ private ’’ joint stock banks such as the Westminster. 

Prudence in reserve ratios, though it may exert a stabilizing influence 
on the system, is nevertheless a purely passive policy. It is not until the 
Bank regularly seeks to influence events with the aid of the traditional 
“weapons” of the central bank, open-market operations and Bank rate, 
that one can begin to speak of central banking proper. Variations in Bank 
rate as a means of influencing credit conditions, though suggested by the 
monetary genius of Henry Thornton as early as 1797, did not come within 
the bounds of legal possibility until the exemption of three months’ bills 
from the operation of the Usury Laws under the Bank Charter Act of 1883. 
The first use of Bank rate as an instrument of credit control came in 1839 
and the first real test in 1847, when the rate was raised to 8 per cent. Giving 
evidence before the 1848 enquiry, however, Govetnor Morris maintained that 
in raising its rate the Bank of England was not exercising its own volition 
but was only doing what all banks were compelled to do in face of a shortage 
of currency ; which again is not central banking. 

During the fifties and ’sixties, indeed, it was commonly held that the Bank 
had no power at all to influence rates, and until the early ’seventies Bank rate 
did in fact normally “ follow the market.” Before full central bank control 
could be established, it was necessary, first, to develop devices on the lines 
of the open-market operations to make a high Bank rate “ effective’ and, 
secondly, for Bank rate itself to be linked with deposit rates, so that a rise 
in Bank rate would automatically affect the whole structure of interest rates. 
Finally, the classical tradition could not be regarded as fully established 
until the central bank technique was brought into operation, not just sporadic- 
ally to assist the market during an exceptional “ pressure,’’ or even to correct 
a gold drain that had already taken place, but as a regular and continuous 
means of checking undue fluctuations in the level of business activity. 
Under gold standard conditions, of course, the Bank rate was regarded 
and used primarily as an instrument for protecting the gold reserve. Even 
for this purpose, however, it could not operate effectively except by pro- 
foundly influencing the internal economy. In the first instance, a rise in 
the Bank rate could correct the overseas balance of payments and check an 
external drain on gold merely by encouraging the calling in of foreign credits 
granted by British traders and by stimulating an inflow of foreign funds 
into this country through the famous Continental investment demand for 
sterling bills. It is obvious, however, that the restoration of equilibrium 
through the adjustment of foreign lending in this way could not be more 
than transitory ; for if internal activity and the internal price level were 
unchanged, the import surplus causing the drain in the first place would 
continue, and would cause a renewal of the drain as soon as adjustment on 
external capital account had been completed. For a permanent restoration 
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CENTRAL BANKING IN EVOLUTION | 





of equilibrium, the position on current account must also be brought into 
balance. 

Traditionally, of course, the method by which a rise in Bank rate does 
this is by causing a contraction in credit, leading to a fall in prices which 
stimulates exports and discourages imports. As Lord Keynes points out, 
however, in the classical exposition of the modus operandi of Bank rate in 
his ‘‘ Treatise on Money ’’: “ There is no simple or invariable relation between 
the effect of an alteration of Bank rate on the price-level, whether of liquid 
consumption-goods or of output as a whole, and the associated alteration 
in the quantity of bank-money. The volume of bank-money must be in 
due relation to the volume of output, the rate of earnings, the rate of profit, 
the velocities of different classes of deposits, and the requirements of the 
financial circulation. A change in Bank rate will have an effect, initially 
or subsequently, on all of these, and through them on price-levels. But its 
effect on these different factors will neither be in the same proportion on all 
of them at a given moment, nor in the same proportion on any one of them 
at different stages of a transition ; so that it is not useful to say that a change 
in Bank rate changes price-levels because it is associated with changes in the 
quantity of bank-money—especially if this statement carries any suggestion 
that the price-levels will change more or less in the same proportion as the 
change in the quantity of bank-money.”’ 

Only since the last war has economic thought come to emphasize that a 
rise in Bank rate operates basically by causing a contraction in money incomes, 
and this by reducing the profitability—actual or prospective—of investment 
activity. Both the contraction in the volume of credit and the decline in 
prices are merely by-products of this process. The fall in prices discourages 
activity, especially in the capital goods industries, so that entrepreneurs offer 
less employment. If this in turn leads to a reduction in money rates of 
efficiency-earnings, the unemployment will be re-absorbed and a new 
equilibrium will result. Though prices and wages will be lower after this 
adjustment, the economy will be as fully employed as it was tacitly assumed 
to have been at the outset, and real incomes will have been reduced only by 
the amount of the original deficit in the balance of payments which it was 
necessary to correct. 

Unfortunately, this process takes for granted an unlimited flexibility 
of wage rates and a capacity for frictionless adjustment which in reality was 
never present in practice and has become still more remote from the facts 
of the real world with each succeeding decade. Given the severe rigidities in 
price structure which must now be accepted as an unalterable feature of our 
economy, the reduction in money incomes comes about not through a fall 
in prices and wages, leaving real incomes little changed, but through a re- 
duction in the number of money incomes. Unless internal prices are reduced, 
there is no stimulus to exports and the correction of the foreign balance has 
to be made entirely through a decrease in imports ; and the cut in consumption 
involved in this reduction in imports will not be spread more or less evenly 
over the community as a whole, but will be concentrated on those whose 
incomes have been destroyed by unemployment and the associated decline 
in profits. 

This is, of course, the basic objection to the gold standard policy of fixed 
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exchange rates. To maintain equilibrium in the balance of payments under 
such conditions it may be necessary, as bitter experience has shown, to 
stabilize activity at a level far below that consistent with full employment 
at the prevailing level of wages and prices. Moreover, if one important country 
seeks to improve its external position by following a deflationary policy, the 
result will be to upset the balance of payments of the re maining members of 
the system, who in turn are compelled to follow de flationary policies in 
defence of their own reserves. This is the notorious “ struggle for gold ”’ 
to which Mr. Norman referred in his evidence before the Macmillan Committee 
as an aggravating factor of our difficulties after 1925. 

Given an appropriate external policy, the problem of stabilization becomes 
a purely internal one. Recent economic thought raises fundamental questions 
about the efficiency of the Bank rate technique for this purpose. In principle, 
there can be no doubt about the efficacy of a rise in Bank rate to curb a 
boom—if only for the reason that in theory the rate could be raised to any 
level, without limit. In practice, quite a moderate increase in the rate, 
promptly and vigorously applied, may serve to prevent an upswing from 
getting seriously out of hand. Yet even on the upward swing of the cycle, 
there is the difficulty that a rise in short-term rates will not produce a 
corresponding rise in the long-term rate of interest—and it is the long-term 
rate which is significant in relation to investment activity. 

While a rise in Bank rate may induce one section of the public to sell 
long-term securities, these sales will be readily absorbed as soon as yields 
rise above what is regarde -d as the normal level in the long run; the price of 
securities (and therefore long-term yields) will be stabilized by speculation. 
This means that entrepreneurs desiring to or new—to 
finance active investment that would aggravate an inflationary boom will 
be able to place these on terms that leave the investment still attractive from 
their point of view (even though the prevailing expectations of profitability 
will be falsified when the boom breaks). This would suggest that an extremely 
sharp rise in Bank rate, to levels far above those hithe rto regarded as prac- 

ticable, might be needed to produce a sufficient rise in the long-term rate to 
prevent an inflationary upswing. As Mr. T. Wilson puts it in his “ Fluctuations 
in Income and Employment,” it appears that: “ Even an infallible banking 
policy could not prevent cyclical fluctuations in income, for although, by 
employing the most superhuman skill, the authorities might succeed in equating 
their charges on long-term loans with the corresponding ‘ natural rate,’ the 
(long-term) yield would be little affected by their efforts and its insensitivity 
would frustrate from the outset all attempts to ensure economic stability.” 
Fortunately, the psychological effect of a rise in Bank rate is to cause a down- 
ward adjustment of entrepreneurial expectations, closing the gap by reducing 
the “‘ natural ’’ rate instead of by a rise in the market rate. 

A sufficiently sharp and prompt increase in Bank rate can therefore be 
depended upon to nip an incipient boom in the bud. Unfortunately, the 
converse does not apply. During the early stages of a slump, a reduction in 
interest rates alone will be quite ineffective to prevent the decline in activity. 
While prices are still declining, new investment will be expected to yield not 
profits but a loss ; which means, as was often pointed out during the depression 
of the thirties, that interest rates would actually have to ‘be negative to 
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promote recovery—entrepreneurs would have to be paid more for consenting 
to borrow than they would expect to lose on the new investment undertaken 
with the proceeds of the loan. 

Further complications arise if entrepreneurs sell securities to meet their 
current losses, as Lord Keynes demonstrated with his parable of the thrift 
campaign among the banana growers, quoted by Mr. Wilson: ‘‘ Consumers, 
inspired by the new religion (of thrift), reduce their consumption and begin 
to purchase securities instead of goods. But this does not lead to the rise in 
the prices of securities required to restore equilibrium, for new savings will 
merely be used for the purchase of old securities thrown on to the market by 
the producers of consumable goods in order to meet their losses. ‘ The savings 
of the consumers will be required, either directly or through the interme diary 
of the banking system, to make good the losses of the entrepreneurs.’ Asa 
result, savings will exceed investment, and incomes will fall, till the banana 
growers are faced with the alternatives of starving to death or expelling, bag 
and baggage, the Puritan apostles of thrift.’’ At first sight, all this may seem 
to cast doubts on the undisputed efficacy of a cheap money policy. What 
it does mean, of course, is that a fall in interest rates will be quite powerless 
to stimulate recovery so long as business men still expect to make losses. 
Once profit expectations become positive again, a cheap money policy will 
accelerate a recovery based initially on the revival of confidence. Indeed, a 
cheap money policy, by raising gilt-edged prices, may even expedite the 
revival of confidence itself. 

A more general statement of these criticisms of central banking technique 
would be to say that Bank rate or open-market operations can only hope to 
influence indirectly and at one or more removes the magnitude which it is 
really sought to control, namely the level of incomes. Sooner or later, a fall 
in the price, or an expansion in the supply, of liquid assets may serve to 
stimulate an increase in incomes. But a contraction in credit may be offset 
by an increase in velocity and an expansion in credit by a decline in velocity ; 
in other words, the impact of central bank policy on the level of activity 
may be cushioned almost indefinitely by monetary hoarding and dishoarding, 
by changes in liquidity-preference generally. 

What immediately influences incomes, of course, is the level of spending, 
and the modern approach to the problem is to seek to influence the national 
income directly, by encouraging or discouraging spending, instead of indirectly, 
by juggling with interest rates and the supply of credit. This is the central 
theme of the White Paper on Employment Policy, in its approach to cyclical, 
as distinct from structural, unemployment. Provided that an expansion of 
external trade can be assured, the Government affirm their belief ‘“‘ that 
widespread unemployment in this country can be prevented by a policy 
for maintaining total internal expenditure.”’ To this end it is proposed 
(a) to encourage privately-owned enterprises to plan their own capital ex- 
penditure in conformity with a general stabilization policy, (6) to expand 
public investment when private investment is declining and to contract it in 
periods of boom, and (c) to influence the community’s expenditure on con- 
sumption by reducing social insurance contributions when unemployment 
rises, and vice versa. 

As Mr. Bevin stressed when opening the Commons debate on the subject, 
this is a complete reversal of policy between the two wars. Taken together 














10 THE BANKER 





with the assurance given by Lord Keynes, that in future the external value 
of the pound must conform to its internal value as set by domestic policies, 
and not conversely, the White Paper undoubtedly holds out a very solid 
promise that we shall never again experience in this country the extremes of 
slump suffered during the early ’thirties. That is not to say that the White 
Paper proposals are not open to detailed criticism from many points of view. 
The idea that the correct timing of expenditure is all that is needed to maintain 
stability takes for granted that, over the long period, spontaneous investment 
will be sufficient to maintain full employment. It is thus a tacit rejection 
of all under-consumptionist arguments, such as the theory of the mature 
economy. If the fears of the under-consumptionists should nevertheless 
prove justified—and it must be remembered that some {1,200 millions of 
investment at 1938 prices will be needed each year to secure full activity— 
then the exaggerated nervousness apparent in the White Paper about any 
increase in debt would be an obstacle to success. 

Even leaving this question aside, the evident intention to balance the 
central budget except in the last resort means that the responsibility for deficit 
spending is placed upon the shoulders of the local authorities, who are expected 
to undertake loan expenditures in times of depression. It might be argued 
that this is, to some extent, a step backwards from the acceptance of 
unemployment as a national problem. It means in eftect that the heaviest 
loan expenditures will have to be undertaken precisely by those local au- 
thorities in depressed areas whose financial position is most strained. And 
as Prof. Hicks has recently demonstrated afresh, the incidence of local rates 
is already regressive in the extreme. Again, it is shown that the lowering of 
social insurance contributions might represent an injection into the general 
system of money at the rate of some {100 millions in a year. But it has to 
be remembered that this occurs only when unemployment has already reached 
a level of 12 per cent., or say 2,000,000—and it is open to question whether 
this can be described as a full employment policy. How effective the much 
smaller injection of money forthcoming when unemployment is still at a 
comparatively low level might prove in checking the onset of a depression 
is also a matter for discussion. Fortunately, there is a welcome suggestion 
that, if the variation of social insurance contributions alone should not prove 
effective, “it might well become a matter for consideration whether in 
prosperous times rather more taxation should be raised than was necessary 
for the Budget requirements of the year and that excess be treated as a credit 
repayable to the taxpayers in bad times.” 

Again, while it is stated that none of the main proposals involves deliberate 
planning for a deficit in the national Budget, and while they certainly do not 
“contemplate any departure from the principle that the Budget must be 
balanced over a longer period,” it is also stated that a policy of “ steadily 
decreasing the dead-weight debt while other forms of debt are increasing does 
not mean a rigid policy of balancing the Budget each year regardless of the 
state of trade.”” Moreover, it is recognized that “proper limits on public 
borrowing also depend on the magnitude of the debt charge in relation to the 
rate of growth of the national income.” And if the expectations are fulfilled 
of an increase in productivity at the rate of some 15 per cent. in a decade, 
this formula might in practice be quite expansionary. If the present debt 
is taken as the basic level, it would permit borrowing at an average rate of 
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some {£300 millions a year, while even on the basis of the pre-war debt it would 
permit the annual creation of some £120 millions of debt. 

In spite of any criticisms in detail, it is of incalculable value to have the 
Government’s explicit acceptance of responsibility for the maintenance of a 
high and stable level of employment after the war, and to have the more 
definite assurance that in future our public finances will be so conducted as 
to help in stabilizing economic activity instead of to aggravate the ups and 
downs of the trade ‘cycle. There is indeed a certain rich irony in the issue 
of a Government statement envisaging precisely that unbalancing of the 
social insurance funds that was almost the only anti-cyclical factor operative 
in the 1931 slump and which in turn became the pretext for the hysterical 
deflation inspired by the May mapent. It would be difficult to find a more 
fitting testimony to the success of Lord Keynes’ pioneering work in changing 
the whole climate of economic opinion in this country. 

What is to be the future role of the central bank in the light of these 
policies ? Though the White Paper serves to emphasize what has been evident 
since 1932, that the primary responsibility for the stabilization of the national 
income has been shifted to Whitehall, the White Paper rightly speaks of the 
measures proposed as ‘“ supplementing ’”’ monetary policy. So long as the 
system is less than fully extended, the function of the central bank must 
necessarily be the passive one of maintaining the background of cheap money, 
for the reason stated above that “ high interest rates are more effective in 
preventing excessive investment in pe riods of prosperity than are low interest 
rates in encouraging investments during periods of depression.’’ During 
the potential inflation of the post-war transition period this will also be the 
position, since there will be special reasons for maintaining low interest rates 
throughout the reconstruction period with the aid of physical controls. Should 
ar inflationary boom threaten thereafter, however, it is clearly implied that 
Bank rate will be relied upon in the future as in the past as an instrument of 
stabilization. Since gilt-edged prices were completely unaffected by the 
issue of the White Paper, it is manifest that the City has always taken this 
for granted. Nor is it apparent why the use of Bank rate to restrain an in- 
flationary boom should be regarded as in any way an abandonment of a cheap 
money policy. Cheap money has never been an object of policy in its own 
right, but merely a means of stimulating recovery. If recovery should threaten 
to de velop into boom, there are only three possible alternatives: to feed the 
boom by maintaining cheap money ; to check the boom by means of rationing 
and physical controls ; or to check the boom by raising interest rates. There 
can be no question which of these three alternatives is the obvious and 
common-sense choice. 

To sum up, the Employment White Paper is not a breach with "os 
but a necessary improvement, in accord with modern economic thought, 1 
the technique of economic stabilization that practical experience has in 
to have been hitherto defective and inefficient. The White Paper policies 
do not render obsolete the traditional weapons of central banking, but serve 
to supplement them during the downward phase of the trade cycle in which 
they have been proved wanting. In normal times, the central bank will 
play a secondary role; but it still has important technical functions to 


perform, and at times when unemployment has been reduced to the practicable 


minimum will emerge once again as the main instrument of economic policy. 
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Disruptive Factors in International 


Equilibrium: A Study of Facts 
By Ernest H. Stern 
I 


HE International Monetary Fund, as outlined in the recent “‘ Statement 

of Principles,’’ resembles a World Reserve Bank for national Central 

banks. Its object is to reduce possible fluctuations of exchange rates 
and to assist in the payment of such international balances as arise out of 
post-war trade and other “regular”’ transactions It envisages the main- 
tenance by the member Governments of their exchange control on capital 
account, and the exclusion from its own system of remittance of such payments 
as may arise out of the war. It is, however, evasive as to how these latter 
transactions are to be dealt with. In this writer’s opinion, no international 
monetary scheme will be successful, wless it is preceded, or at least accompanied, 
first, by a settlement of the war and rehabilitation costs in the spirit of Mutual 
Aid and separate from commercial transactions and, secondly, by provisions 
checking the “ hot money ” flood. A study of the statistics of the inter-war 
period shows clearly that the two factors of “ hot money ” and “ war balances ’ 
completely over-shadowed any balances between nations arising out of com- 
mercial and other regular transactions, including long-term investment. 
Indeed, it might almost be said that, given provisions to prevent those non- 
commercial payments from weighing down the scales of the international 
balance, no currency scheme might be required at all. 


II 


Let us start our tests with a study of American figures,(!) which are more 
comprehensive, and therefore more re vealing, than those of any other nation. 
As an hors d’euvre, the figures of “ hot money ”’ and gold movements are 
presented. In this Table, as in all others, movements producing a credit are 
denoted by a plus sign and those producing a debit by a minus sign. 


TABLE I 
‘Hot Money ”’ AND GOLD MOVEMENTS INTO THE U.S. 
17 yrs. | Thereof : 
1922/38 1922/25 1926/29 1930/33 1934/38 
$m. $m. $m. $m. $m. 
Balance of ‘‘ Hot Money ’’(?) moving 
into (+) and from (—) the U.S. .. +- 6,746 } 727 + 1,628 — 557 +- 4,947 
Balance of Gold (at market price) | 
imported into ( ) or exported } 
from (+) U.S. ®) aa a ~. 7,323 | — 644 + 234 + 60 — 6,973 





(*) All ti able s in respect of the U.S. are de rived from statistics in the three Appendices to the 


U Department of Commerce publication ‘“‘ The U.S. in the World Economy.’’ War Debt 
Re re, however, which are not separately shown in those tables, having been taken from the 
U S. Department of Commerce publication of the Balance of International Payments of the 
U.S. in 1935. 


(?) Balances arising out of movements of Short-term .Deposits, transactions on the Stock 
Exchange and of the “‘ unexplained items’ one-third in 1922/29 and two-thirds in 1930/38. 
(*) Includes gold earmarked for foreign countries or released from earmarking. 
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It will be seen that, of the gold acquired from the rest of the world in the 
inter-war period and buried in Fort Knox, not more than the equivalent of 
$577 millions (at market price) was derived from the surplus of trade and 
contractual or other “ regular ’’ accounts over American long-term investments 
abroad. The remaining 92 per cent of the gold inflow was the equivalent of 
various forms of short-term money seeking safety or speculative gains in the 
U.S., balances which, in fact, could neither be consumed nor re- duvested on 
long-term by the recipients. 

Those $577 millions, equal to say 17 million ozs. (fine) of gold, represent 
not quite 5 per cent. of the gold production outside the U.S. Together with the 
U.S. own gold production retained, which amounts to 49.4 million ozs. (fine), 
they account for not more than 16.5 per cent. of the 402.7 million ozs. (fine) 
which was the world gold production in those 17 years. That is less than 
a fair share. Such facts should dispose of the legend of a greedy Uncle Sam 
grabbing most of the world’s gold and should put in its place the more correct 
picture of the crushing weight of “‘ hot money ”’ in the balance of international 
payments in the inter-war period. Most of the “ hot money ”’ was driven to, 
or in the early ’thirties from, the U.S. by fear. Moreover, as is shown in 
Table II, it was largely of foreign origin. This was especially so after 1933 
when the domestic and foreign streams of it were no longer complementary 
and partly draining each other, but joined into one big flood. 


TABLE II 
ORIGIN OF ‘‘ Hot MoNEy ”’ FLOWING TO THE U.S. 
13 yrs(‘) | Thereof : 
1926/38 1926/29 1930/33 1934/38 
$m. $m. $m. $m. 
Balances : } 

Originating in the U.S.(5)(§) .. ia + 2,323 | — 621 + 1,505 + 1,349 
Originating abroad(°) (8) ae Pe + 3,696 | + 2,250 — 2,152 + 3,598 


Let us now compare the “ hot money ”’ flood on the one hand with the 
flow of payments originating in trade, other “ regular ’’ transactions and long- 
term investments on the other hand. Broad as these latter streams were, 


TABLE III 








‘REGULAR’ TRANSACTIONS AND LONG-TERM INVESTMENTS VERSUS ‘“‘ Hot MONEY ”’ 
17 yrs. Thereof : 
1922/38 1922/29 1930/38 
$m. $m. $m. 
Balance(?) of Foreign Trade (including Silver), 
Services, Interest and Dividends, Charities, Inter- 
allied War Debt Receipts, Amortizations  .. + 11,488 + 7,122 + 4,366 
Long-term Investments(’) (including Direct Invest- 
ments) .. Re on ae os oe ha — 10,910 — 9,067 — 1,843 
Total Balance of ‘‘ Regular ’’ Transactions and Long- 
term Investments(*) .. a a a oe + 578 — 1,945 + 2,523 
Balance of ‘‘ Hot Money ” 3, * as ne + 6,745 + 2,355 + 4,390 








( ) No sufficient details available for 1922/25. 
(®) Transactions in foreign securities have been counted as originating in U.S.A. and those 
in 7 S. domestic securities as originating abroad. 
(*) Includes one-half of the proportion of ‘‘ unexplained items ’’ included in ‘“‘ Hot Money ”’ 
as per footnote (?). 
(7) Includes one-third of ‘‘ Unexplained items.”’ 
(*§) Includes one-third of ‘‘ Unexplained items ’’ in 1922/29, none thereafter. 
(*) Slight difference from $577 millions in Table I due to rounding offs. 
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in the 17 years 1922/38, they left a balance of not more than $578 millions to 
be settled in gold, in spite of their including the Inter-allied war debt service 
and the interest derived from the acquisition of British and other private 
investments during the earlier stages of the World War I. Compared with 
the ‘‘ hot money ”’ balances they are hardly more than a flea-bite. 

If the U.S. exports of 1938 had not been swollen by the supply of war 
materials to Europe, practically no balances from trade and other regular 
movements would have been left that were not “cleared” by long-term 
private investments. Moreover, the “ regular’’ flow includes the Inter-allied 
war debt receipts of the U.S. Certs 1inly, but for them American long-term 
investment would possibly have been smaller, too. However, in the period 

1922/33 they amounted to not less than 22 per cent. of the surplus in “ regular 
transactions.” 

The next test is applied to the British Commonwealth. From the point 
of view of the balance of international payments, the consolidated account 
of the British Commonwealth, largely though not fully coincident with an 
account of the Sterling Area, is a more appropriate set of figures than the 
isolated account of the U.K. The figures include those of Canada, although 
Canada’s financial transactions are mainly with the U.S. and Canada 
belongs both to the U.S. and British monetary areas, but statistics for correct 
allocation are lacking. 


TABLE IV 
CONSOLIDATED BALANCE OF PAYMENTS OF THE BRITISH COMMONWEALTH(?®) 

















17 yrs. Thereof : 
1922/38 | 1922/29 1930/38 
{m. | £m. £m. 
Balance of 
‘ Regular "’ Transactions(!') 213 + 282 — 495 
Long-term Investments(!*) 72 — 55 + 127 
B alance of “ Res guiar ” Transactions and Long-term 
Investments ‘ an is ia = — I4r | + 227 — 368 
Balance of Monetary Gold("*) ae Kia “% - — 249 | + 22 — 271 
Balance of ‘‘ Hot Money ’’(#4)_.. a vr ii + 390 | — 249 + 639 


The item ‘‘ hot money,” substantial as it is, being derived as a balance 
masks a much greater influx of such funds into, and efftax from, the British 
Empire. It also masks, especially in the ’thirties, the fluctuations and cross- 
currents from year to year, such as the influx of American “ hot money’ 
and the efflux of French ‘ hot money ”’ in the early ’thirties, and the influx 
of ‘hot money” from various European countries and its partial efflux, 
together with the efflux of American “ hot money ”’ in the second half of the 
‘thirties. Even so, the average balances of all these criss-cross movements 








(2°) Revised summary. For methods see Economist, August 6, 1938, and August 26, 1939. 
It includes Canada, but excludes Palestine, the latter's balances being closely connected with 
Capital Imports of a non-commercial character from outside the British Commonwealth. 

(4) Foreign Trade, including Silver, but Gold as produced, Services, Interest and Dividends, 
Charities, Amortization, Inter-allied War Debt and Reparation Service. 

(42) New Issues from U.K. to non-British countries and New Issues from U.S. to British 
countries, less an estimated amount of Canadian investment in non-British countries. 

(18) At market price, based. on average rates. 

(44) Derived as batance of Monetary Gold and all other transactions ; includes Gold hoarding 
and dishoarding in India 
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greatly outweigh the balances left over from “ regular” transactions and 
long-term investments. Of the total 17 years’ balance of ‘“ hot money ” of 
£390 millions, only £25 millions are due to the balance of Indian gold hoarding 
and dishoarding, but once more this small figure masks the very substantial 
hoarding of the ’twenties and dishoarding of the ’thirties. The statistics also 
make it clear that on balance the gold accumulations in the British Empire, 
i.e. in London, were solely due to “ hot money ”’ transactions. 

The balances of “ regular ’’’ transactions and long-term investments of the 
British Commonwealth and the U.S. arecomplementary. If these two Common- 
wealths were to form one payments area, or if at least their monetary authorities 
acted in close co-operation, their ‘‘ regular’ and investment balances would 
nearly offset each other, i.e. clear themselves within their own joint area. 
This is the important lesson of the inter-war period. But in respect of “ hot 
money,” both were on balance reception areas, the refuge for nearly the whole 
of the rest of the world, although at times money went from sterling into 
dollars, back into sterling and once more into dollars, while in between both 
sterling and dollar money went several times into and out of French francs. 
A consolidated balance of payments of the British Commonwealth and the 
U.S. would give approximately the following picture : 











TABLE V 
CONSOLIDATED BALANCE OF PAYMENTS OF THE BRITISH COMMONWEALTH AND THE U.S. 
17 yrs. | Thereof : 
1922/38 | 1922/29 1930/38 
fm. | £m. fm. 
Balances of ‘‘ Regular ’’ Transactions ss ay + 2,233 | + 1,794 + 439 
Balances of Long-term Investments .. me “ee — 2,231 — 1,964 — 267 
Total Balance of ‘‘ Regular ’’ Transactions and Long- | 
term Investments... ate ~ a - _ 2 | — 170 + 172 
“Hot Money ’” (including Indian Gold Hoarding) .. + 1,737 | + 245 + 1,492 
Monetary Gold (at market price) — 1,739 — 76 — 1,663 


This table brings out the salient facts most strikingly. They are as follows : 

(1) During the inter-war period (1922/38) the whole surplus in “ regular ” 
transactions of these two great Commonwealths was re-lent to the 
rest of the world in the form of long-term investments, although 
there was slight over-lending in the ’twenties and a corresponding 
retrenchment in the ’thirties. 

(2) ““ Hot money ” receipts alone, gigantic as they were, account for the 
intake of gold. In the ’twenties, when “ hot money ” was in pursuit 
rather of participation in U.S. prosperity than in pursuit of safety, 
most of it was re-lent abroad, but it was turned into international 
cash, i.e. gold, when panic seized the “ hot money ”’ depositors. 
As to the latter period, one is strongly reminded of an earlier age 
of strife and lawlessness when propertied people brought their 
money to the goldsmiths for safety and the latter could do little 
better than turn it into gold in order to assure their ability of 
returning it to their owners on demand. 

(3) If in 1939, instead of war breaking out perfect peace had been es- 
tablished, arbitrary rule abolished and, as a consequence of safety 
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regained, the ‘ hot money ” entrusted to the British and American 
Commonwealths had returned home and the gold held per contra 
been utilized to carry through the transfers, it would have become 
clear that these two great areas had received far less than their fair 
share of the gold produced in the inter-war period. In fact, though 
together the world’s greatest gold producers, accounting for nearly 
three-quarters of the total, and also accounting for not less than 
one-half of the world’s commodity production and trade, they 
would have retained less than one-eighth of the world’s gold pro- 
duction of those 17 years 1922/38. 

Lastly, a few statistics from the balance of pay ments of the French Empire 
are presented. Once more, the importance of the “ hot money ”’ movements 
no less than their fickleness i impress themselves. For the sake of brevity and 
illumination the two periods 1931/32 and 1935/36 alone are confronted : 


TABLE VI 
FROM THE BALANCE OF PAYMENTS OF THE FRENCH EMPIRE 
1931/32 1935/30 
(28) £m. im. 
Balance of ‘‘ Regular ’’ Transactions and Long-term Investments .. — 165 — 19 
Balance of ‘‘ Hot Money ’’ Movements as reflected in the movements 
of gold (at market price) a is oe o~ «< ie + 530 — 455 


There can be no doubt that the “ hot money ”’ movements were one of the 
most outstanding phenomena of the inter-war period and one of the main 
impediments to the clearing of international payments. Gold movements 
came to the rescue, acting as shock absorbers. Though there was not enough 
free gold available to take up the whole impact, but for the buffer provided 
by gold movements the disturbances would have been very much more 
destructive, indeed explosive. 


IT! 


The U.S. Department of Commerce in its pamphlet “ U.S. in the World 
Economy ”’ deplores the dependence of foreign countries on the U.S. re-lending 
to them in the form of private long-term investments its credit balances from 
‘regular transactions ’’ and the erratic manner in which the U.S. performed 
this task. The comment is justified. However, this dependence on the 
unstable American investment market was not so much the result of an 
American surplus in foreign trade as of the particular settlement, or rather 
lack of a proper settlement, of the dollar costs of “ war and rehabilitation ’ 
originating in World War I. If the U.S. had not treated its supplies of war 
implements and rehabilitation materials to its eventual Allies as a commercial 
business, and had not insisted on payments in a priority form, international 
economic relations would have been much less unbalanced. The sequence of 
cause and effect cannot be presented in a simple statistical form, as the receipts 
have entered the American national income in various ways and have been 
utilized in various ways. The war debt receipts of the American Government 
were one way, dollar and gold payments on delivery and surrender of American 
securities were another way, loans in the American market a third way. 








(45) Foreign trade, including Silver, but Gold as produced, Services, Interest and Dividends, 
Charities, Amortization, Inter-allied War Debt and Reparation Service. 
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Part of the receipts have been returned to foreign countries in the form of 
increased expenditure by tourists, by charities, by commodity imports due to 
increased domestic consumption, another part by re-investment abroad. 
From 1931 onwards, a substantial part ceased to be received by default So 
much is certain, that without the revenue of fore ign exchange derived directly 
and indirectly from World War I, both debits and credits in “ regular trans- 
actions *”’ would have been very much smaller. 

Before World War I, the U.S. was still a debtor country, its debit balance 
on interest and dividend account having been estimated at $100 millions in 
1913,(!*) to which should be added amortization payments. Even without 
war the United States would, sooner or later, have turned into a creditor nation, 
but its sudden emergence immediately after the World War I as the World’s 
greatest creditor country is due to that war. It is therefore instructive to 
set against the total balance of ‘‘ regular transactions ” those items included 
in it ‘that are directly derived from the creditor status of the U.S. acquired 

and after World War I. This is done in the next table : 











TABLE VII 
U.S. ‘“ REGULAR’’ TRANSACTIONS AND REVENUES FROM INVESTMENT ABROAD 
17 yrs. Thereof 
1922/38 | 1922/29 1930/38 
$m. $m. $m. 
Balance of ‘* Regular ’’ Transactions aa ‘i + 11,488 + 7,122 + 4,366 
Balance of Revenue from Private Investment and 
Inter-allied War Debt Receipts .. ba iva + 13,749 + 7,716 + 6,033 
Therein included : 
Net Private Investment Income a r + 8,495 +- 4,502 + 3,993 
Net Private Amortizations om is ia + 3,181 | ++ 1,615 + 1,566 
Government War Debt Receipts “2 site + 2,073 + 1,599 + 474 


It emerges that the revenue originating largely in the supplies of war 
materials to the Allies and in related war and rehabilitation gains exceeds the 
total balance in “‘ regular’ transactions of which it forms a part. It should, 
however, always be borne in mind that but for those revenues American 
expenditure abroad would have been smaller, too. 

New disequilibrium would result from World War II if war supplies were 
once more treated as business. In this respect, the figures given by the 
Chancellor of the Exchequer in his recent Budget speech are revealing. He 
said that outside Lend-Lease the U.K. had parted—up to March 1944—with 
{1,000 millions overseas’ investments and incurred undischarged overseas’ 
liabilities amounting to another {£2,000 millions, 90 per cent. of which are 
now owned by Allies and associates. During the current fiscal year another 
{650 millions overseas’ obligations are expected to be incurred apart from 
Lend-Lease. Therefrom follows that if the war was to finish by the end of the 
present fiscal year and the £3,650 millions were left to the U.K. to shoulder, 
the annual burden in Foreign Exchange would be something like £170 to 
{200 millions. The lower figure would prevail if we assumed the income 
formerly derived from the {1,000 millions surrendered to amount to 4 per cent. 
per annum and no interest at all payable on the £2,650 millions debts incurred 





(2%) cf. M. A. Cupdand (page 764) in the Symposium: “ Recent iaamle Changes in the 
U.S.,” published 1929 by the National Bureau of Economic Research. 
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and a gradual re-acquisition of foreign investment worth £1,000 millions and 
an amortization of the debt of £2,650 millions, both within 25 years. This 
shift in balance will be compared in the following Table VIII with the yearly 
average balance from ‘“‘ Regular’”’ Transactions in the inter-war period. It 
presumably under-rates the shift, inasmuch as it does not include any balance 
on account of Rehabilitation costs. For lend-lease : 


TABLE VIII 
U.K. ‘‘ ReGutar’’ TRANSACTIONS AND POTENTIAL BURDEN OCF NEW “ WAR Cost" ORIGIN 


Potential Annual Debits Balances in “‘ Regular ”’ 
over 25 years resulting Transactions, annual averages 
from Foreign Exchange 

expenditure in World | 17 yrs. thereof : 
War II (excl. Rehabilita- 1922/38 1922/29 1930/38 


tion Costs) 
£000,000 





U.K. in account with abroad... — 170 to 200 + 27% + 87 — 


(see above) 
Other things being equal it would not be trade, but “‘ war costs” shifted 
on to the European members of the United Nations that would unbalance the 
future accounts. 


IV 

We may now summarize the findings as follows : 

1. The two major factors throwing out of gear the international clearing 
machinery in the inter-war period were the fear-inspired ‘“ hot 
money ’’ movements and the lack of a fair settlement of inter- 
allied ‘‘ war and rehabilitation ’”’ costs. But for them, the balances 
to be cleared would have been small. 

2. The maldistribution of gold can be wholly traced to the “ hot money ”’ 
movements. It is the consequence, not the cause, of the disruptions 
in the inter-war period. By acting as shock absorbers, the gold 
movements have greatly reduced, though not wholly prevented, 
the evil consequences of the “‘ hot money ”’ flood. 


The lessons to be drawn from these findings should be clear: No scheme of | 


clearing international payments nor of currency stabilization, whether run by 
Government or private institutions, will work unless the following two provisions 
have been made prior to, or concurrently with, the establishment of a Stabilization 
scheme, viz. : 

1. Control and reduction of the “ hot money ”’ floods. 

2. Fair settlement ‘‘ warand rehabilitation costs”’ of World War IT and their 
separation from commercial transactions. Those costs incurred in 
joint defence should not be “ commercialized,’ as was attempted 
during and after World War I, and thus given the rank of a pre- 
ferred claim. On the contrary, the balances remaining from the 
settlement should be in the form of a “ deferred”’ share in the 
surplus of the various participants. The recent suggestion of the 
U.S. Foreign Policy Association, to judge from cabled extracts, 


| 
| 


of cancelling Lend-Lease balances is a move in the right direction. | 
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- The Bank and Foreign Exchange 
It alll 
Pn: By Paul Einzig 
NTERVENTION in the foreign exchange market constituted probably the 
most newly-developed of all the activities of the Bank of England. Until 
GIN quite recently, foreign exchange operations, other than orders executed 
on behalf of clients, were considered to be entirely outside the scope of the 
xes bank. For one thing, the London foreign exchange market was very slow 
in developing compared with the leading Continental foreign exchange 
8 markets such as Paris, Frankfurt, Amsterdam, Vienna, etc., or even New 


York. The reason for this was that throughout the 19th century most British 
import and export business, and a large part of non-British foreign trade, was 
transacted in sterling. There was, therefore, no need for merchants in Great 
Britain to buy or sell foreign currencies. It was foreign importers and exporters 
who had to buy and sell sterling in their own respective markets, and the 
London end of the transactions was handled by foreign branches established 
here or by banking firms specialising in international trade. 

In such circumstances, there was no imperative necessity for the Bank of 
England to engage in foreign exchange operations. In any case, during the 
rgth century and until 1914, the “ automatic ” system of the gold standard 
worked reasonably well. The only form of intervention needed to correct an 


ted 
the 


a 


ee: unwanted movement in the exchange rate was an increase in the Bank rate. 
ter- This attitude differed considerably from that of most Continental central 
08 banks. Several of the latter developed during the 1gth century or the early 
years of the 20th century a very advanced technique in intervention in the 
wy? foreign exchange market. The Austro-Hungarian Bank in particular acquired 
anes a reputation for the skill with which it operated in foreign exchanges. 
oad Even after the development of fairly active dealing in the London foreign 
ted exchange market the Bank remained aloof from it. This was partly because 
it did not wish to compete with the merchant banks which were the principal 
2 of dealers in foreign exchange and partly because it did not wish to interfere 
by with the free working of “the automatic system. Even during the last war 
‘ons | most of the foreign exchange business of the Government was “transacted by 
ous private banking firms. 
During the years that followed the last war, the London foreign exchange 
market assumed considerable importance, large ly because much more foreign 
bate trade came to be transacted in currencies other than sterling. The joint 
"™ stock banks have developed important foreign exchange departments. Specula- 
tod tive activity and arbitrage in exchanges assumed unprecedented proportions. 
pre- Foreign central banks increased their intervention in foreign exchanges, 
the and a large part of their transactions took place in or through the London 
thee market. aa 
the The Bank of England continued to keep aloof from intervention in the 
cts, foreign exchange market for the purpose of influencing the tendency of ex- 
wy change rates by means of buying or selling foreign currencies. On the other 


hand the volume of its operations on account of clients increased very ap- 
preciably. This was largely the result of the progress of the movement of 
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co-operation between central banks initiated by Mr. Montagu Norman. 
One of the manifestations of this movement was the transfer of the sterling 
accounts of foreign central banks from private banking firms and clearing 
banks to the Bank of England. As a result, the latter had to execute large 
foreign exchange orders on behalf of foreign central banks. 

Notwithstanding this, the Bank of England was for a long time unwilling 
to establish a foreign exchange department and to deal with the market. 
Until the late ’twenties it transacted all its foreign exchange business through 
the intermediary of a broker firm. Instead of dealing on the telephone it 
simply sent that firm instructions by mail. 

This antiquated method did not always suit the foreign central banks. 
As a result of their requirements, and also of the realization of the need for 
direct intervention in the foreign exchange market, the Bank developed a 
foreign exchange department of its own during the early ’thirties. This became 
espe cially necessary after the suspension of the gold standard when the wide 
fluctuation of sterling called for very drastic intervention. The Bank trans- 
acted the operations of the Exchange Equalization Account. While the 
policy to be pursued was determined by the Treasury, the technique of its 
execution was left entirely in the hands of the Bank. 

It must be admitted that during the early years of its existence, the Bank’s 
foreign exchange department was at a grave disadvantage against private 
dealers. It had to learn many a lesson at the expense of the t taxpayer. 
Eventually, however, it developed into a first-rate instrument in the hands of 
the authorities. Indeed, long before this war, the dealers of the Bank of 
England came to inspire awe in the foreign exchange market. They gained 
full control and private dealers operating against them did so at their peril. 

With the outbreak of the war, normal foreign exchange dealing virtually 
ceased. The bank was now confronted with a new task, that of the application 
of exchange control in defence of sterling and in order to safeguard the 
country’s foreign exchange resources. In this respect the bank was even less 
experienced than in respect of dealing in the foreign exchange market. After 
all, restrictions on the freedom of foreign exchange dealings were contrary 
to the most cherished traditions of the City. It would be impossible to deny 
that at the beginning of the war the bank was very half-hearted in its attitude 
towards exchange restrictions. In this respect, it was in agreement with the 
Treasury. Both were reluctant to adopt too stringent measures, for fear 
that this might prejudice London’s chances to recover after the war its position 
of a world banking centre. Gradually the monetary authorities 1ealized, 
however, that in the interests of victory it was imperative for them to stop 
up these loopholes. During the second half of 1940, the restrictions were 
reinforced and for all practical purposes they became virtually watertight. 

Once the principle had been decided upon, the bank set out to apply it 
with the utmost efficiency. Indeed, its handling of the exchange restrictions 
during recent war years compel administration. The rules are not applied 
too rigidly. The réle of the bank is not one of a rubber stamp, to be applied 
to certain strictly defined set of cases. The rules are left sufficiently elastic 
to enable the bank to judge cases on their individual merit. And it is all but 
generally admitted that the bank’s interpretation of the restrictions is fair 
and reasonable. Its decisions are reached with a speed that puts to shame 
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any Government Department ; usually a reply is given by return. 

It is beyond doubt that the bank has succeeded in a very short time in 
developing great skill in its handling of foreign exchange, both in the form of 
intervention and in that of the application of exchange restrictions. In this 
respect, the last decade of the banks’ 250 years of existence was marked by a 
most remarkable achievement, for which all those responsible deserve to be 


complimented on this festive occasion. 


International Double Taxation 
By F. Bower 


HE serious words of the Chancellor of the Exchequer in the course of 
T ite Employment debate on the effect of the loss of Britain’s overseas 

investments, and the vital importance of expanding the export trade, 
formed a climax to a series of Ministerial speeches of the same tenor. It is 
imperative to remove impediments from the free flow of international trade 
and to create the conditions in which it can flourish, by co-operative foreign 
policy, by internal priorities in materials and labour and by financial policy. 

The removal of international double taxation forms part of the financial 
policy. When this point was raised in the Debate on May 23, Sir John 
Anderson admitted the great importance this matter will have after the war. 
He reminded the House of the existence of the Dominion Relief scheme, but 
admitted the lack of proper arrangements in relation to income from foreign 
countries. He hoped that a satisfactory arrangement would emerge from 
conversations then proceeding with representatives of the United States, 
possibly on different lines from the Dominion Relief scheme. It is evident 
that the Government is considering the problem in relation to its post-war 
plans. Representatives of industry also are studying ways and means of 
overcoming the restrictive effects of double taxation. 

It is opportune to examine more exactly what is the origin and nature of 
the problem and to consider appropriate methods of applying the remedy. 
The term double taxation is used to describe the taxation of income both in 
the country where it arises and again in the country where the owner of the 
income resides. The origin of double taxation lies in the Income Tax Acts of 
the United Kingdom. Those Acts tax not only income which arises in the 
United Kingdom, but also income which arises outside the United Kingdom 
to persons resident here. Every Empire and foreign country which has an 
income tax—and there are very few today without—taxes all income arising 
within its borders. Therefore, any person resident in the United Kingdom 
who has an income derived from an oversea country is obliged to bear first 
the oversea tax and then the United Kingdom tax on the income, unless there 
are special provisions to relieve him. In the case of Eire there is a special 
agreement with the United Kingdom which removes double taxation by taxing 
the income only in the country where the taxpayer resides. In the case of 
income derived from an Empire territory the Dominion Relief Scheme provides 
a partial relief ; its failings are discussed below. In the case of income derived 
from a foreign country the foreign tax is deducted from the taxable income 
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and the rest is taxed in full to the United Kingdom tax. 

In the days when taxes were small and Britain held a dominant position 
in oversea markets for manufactured goods, the foreign tax could be absorbed 
in the costs without serious trouble. Taxes have risen in every quarter and the 
oversea trade will have no margins to spare, owing to the industrialization of 
once primary producing countries. The taxes can kill the trade. This is not 
exaggerated language. Profits of a United States subsidiary of a British 
company now be ar ordinary United States taxes of 58 per cent., apart from 
Excess Profits taxes, and the remaining 42 per cent. of income is subjected 
in the United Kingdom to N.D.C. and Income Tax 22 per cent.—making 
total taxes of 80 per cent. and a net income of 20 per cent. out of each $100 
earned. Even inside the Empire, after allowing for Dominion Relief, Indian 
income pays 71 per cent. in taxes, Australian income 70 per cent., Canadian 
income 62 per cent., South African income 56 per cent. By contrast the 
trader in the home market bears Income Tax and N.D.C. 52 per cent. 

The effects of taxation on this scale are automatic. The trader who has 
not yet entered the overseas market refrains from entering unless he can see 
sufficient margin of trading profit over and above the margin obtainable 
in the home trade to pay for the extra tax load. Such margins will be difficult 
to find. The trader who is already in the overseas market and is caught in 
the net of double taxation has two alternatives, both of which are bad for 
3ritish employment. He can sell out to a local trader who does not have to 
bear double taxation, or to a competitor from another country whose Govern- 
ment has provided relief from double taxation. These have a better chance 
of making a success of the trade. His alternative is to form a local company 
in the oversea territory and to remove control and management oversea, 
leaving only the bare ownership in the United Kingdom. Then he can avoid 
much of the United Kingdom tax because he need only pay on dividends 
declared to him by the local company. The removal of management, however, 
diverts from the United Kingdom income from services and orders for equip- 
ment and capital goods. 

Although the emphi isis has been laid on the necessity to stimulate exports, 
it is clear that the same principles operate in the case of oversea investments 
and in the case of British-owned and controlled businesses which operate in 
oversea countries. Double taxation induces the sale of oversea investments 
to oversea residents. To the extent that this relieves the pressure of sterling 
balances owing to oversea creditors, if the interest yield is the same, the effect 
on the national income may be nil. The tax revenue would be lost to the 
Exchequer, who could no longer tax at the source the interest which is 
payable on the sterling balances. Where, however, the investment represents 
not only bare ownership of income but the management and control of an 
oversea business, the sale of that investment is a blow to the national income. 
It terminates the sale of services of trained business executives and technicians 
and stops the flow of orders for British industry for capital goods and replace- 
ments. There is no difference between exports of goods and the export of 
services in the form of control of overseas businesses so far as double taxation 
is concerned. Where the export of goods is impossible, owing to the situation 
of the raw materials and the cost of freight, it is equally desirable to develop 
the British-owned oversea business. 
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The post-war financial position of the United Kingdom requires a drastic 
change in taxation policy in relation to oversea income if the Government is to 
perform the function, admitted by the Chancellor of the Exchequer, of creating 
the condition of affairs in which oversea trade can prosper. What kind of change 
is the one most calculated to achieve this? In the view of some people the 
matter can confidently be left to the Government. Sir John Anderson by 
his Budget statement revealed a new Treasury attitude towards taxation, 
namely, that it is not an end in itself, but an instrument in the application 
of the higher policy of ensuring full employment. He has admitted the 
importance of removing double taxation in this connection. The doubts 
which exist in the minds of those who are concerned with oversea business 
arise from knowledge of the inveterate habit of Somerset House of attaching 
primary importance to the effect of any change on the immediate yield of the 
tax rather than on the long-term effects on the national income. The tax 
officers do not appear to recognize their influence on the national income and 
are too keen on harvesting the crop to pay attention to the fertility of the soil. 
Business men fear that the problem will be given palliatives instead of radical 
thought. 

In the view of business men there are three possible lines of approach to 
a remedy, each of which is radical but practical. They are stated in order of 
priority : The ideal solution of double taxation of income is that each country 
should tax only income which arises within its own borders, and refrain from 
taxing income which arises outside but accrues to a person within its borders. 
A code of rules can be adopted to determine where income is deemed to arise, 
so as to avoid over-lapping jurisdiction. Agreements for the exchange of 
information between tax authorities would be an effective barrier against 
evasion of taxation. The general adoption of this system would completely 
banish double taxation and leave income taxed once only by the community 
out of which the income is derived. The second solution represents a com- 
promise between the simple principle of taxing income where it arises and 
the principle of taxing residents on their total income by reference to their 
ability to pay. Profits of oversea business should be left free of any further 
tax in the United Kingdom until they are distributed to the proprietors in 
the United Kingdom for the purpose of general saving or consumption. At 
that stage the income would be subject to a supplementary tax in the cases 
where the oversea tax was less than the United Kingdom rate of tax so as 
to bring the total tax up to the United Kingdom rate. In the cases where the 
oversea tax was equal to or greater than the United Kingdom rate no further 
tax could be levied. No supplementary tax would be required where the 
income was distributed to persons resident outside the United Kingdom. 
This compromise would leave the development of British business unimpeded 
by double taxation. It would cancel the pernicious ‘‘ doctrine of control ”’ 
which subjects oversea profits and reserves to British tax in cases where the 
management and control is conducted from the United Kingdom. It would 
enable oversea capital to be used in British oversea businesses without any 
further tax than if it were invested directly in oversea businesses. It would 
enable the sale to be developed of services of British executives and technicians. 
It would place investment in oversea businesses on an equal footing with 
investment in home business. International agreements would determine 
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the limits of jurisdiction and check evasion by the exchange of information. 

The third course is to tax income from overseas and to give a rebate from 
the United Kingdom tax equal to the oversea tax paid on the income, up to 
a limit of the United Kingdom tax. This is a development of the Dominion 
Relief scheme on lines which would make it capable of extension to income 
from foreign countries. There are, however, two particular features in the 
Dominion Relief Scheme which restrict its usefulness and account for its partial 
failure. First, the relief in the United Kingdom is limited to one-half of the 
British rate of tax. If the Empire rate is greater, the taxpayer is expected 
to look for the balance from the Empire territory. This is impossible in all 
but a few unimportant territories. Most Empire territories refuse to give 
tax relief to British taxpayers which they do not give to their own taxpayers. 
Second, the relief can be claimed by persons who are not resident in the United 
Kingdom. This country gives tax reliefs to Empire taxpayers from British 
tax which it does not give to its own taxpayers who derive income from sources 
in the United Kingdom, without even requiring that the Empire territory 
should give similar relief to British taxpayers with income in that territory. 
The obvious and inexpensive course is te cancel the relief which is given 
to non-residents and to extend the relief given to residents up to the full 
amount of the Empire rate or the United Kingdom rate. This is the principle 
adopted by other countries which have provided relief from double taxation 
to their residents, e.g. United States and Canada. This principle can be 
applied to all oversea income, Empire or foreign, which accrues to British 
residents. This third line of approach leaves untouched the prejudice to 
British trade which lies in taxing oversea profits and reserves under the doctrine 
of control and still leaves a barrier against making use of oversea capital in 
British-controlled oversea businesses. Its attraction lies only in the facility 
with which it can be adopted without changing the present incidence of taxation 
and the general system of tax deduction from dividends. 

There is a fourth method of approach which business men would deprecate 
but which may appeal to the tax officials because of the limited effect on tax 
revenue. That is to make tax agreements with other countries to determine 
the limits of jurisdiction of taxation on income flowing between the two 
countries and to give a partial relief from double taxation of that income. 
This would appear to be the line which is being followed in the present con- 
versations with representatives of the United States, after the precedent of 
the agreement between Sweden and the United States. To adopt this as a 
general policy would make the relief from double taxation wait for tax agree- 
ments with other countries, which is impossible. The conversations with the 
United States are difficult enough even in the present favourable atmosphere. 
The prospect of agreements with other countries is too remote to be of any 
value. Moreover, all agreements contain a bargaining element which is quite 
the wrong spirit in which to tackle the removal of double taxation. The root 
cause of double taxation for British business lies in casting the net of the 
British income tax widely over income from all sources regardless of the 
economic consequences. The only real remedy lies in contracting the scope 
of the British Act. And this is a domestic question for the United Kingdom 
alone which does not and cannot depend on any action by or agreement 
with another Government. 
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Invasion Francs 


HE status of the franc notes issued for the use of the Allied invading 
T semis in France became the centre of an unusual degree of interest. 

It had been known for some time that such franc notes had been printed 
in the United States. The amount of Fes. 80,000 millions has been given 
without contradiction as the total of the notes printed. According to existing 
arrangements, the control of the issue of these notes is in the hands of the 
British and United States Governments. The paymasters of the invading 
armies have been provided with such notes, both for the purpose of using them 
in payment for official purchases of local supplies in France and for effecting 
the pay of the troops. 

Two questions arise from this state of affairs. One is the exchange rate 
with sterling and the dollar. The other is the question whether the Pro- 
visional Government should be given control over the issue of invasion currency. 
The first question has been solv ed satisfactorily. An understanding has been 
reached to fix the rate of 200 francs to the pound or 50 francs to the dollar— 
the same as in the French colonial Empire and in Corsica. This decision has 
been received with much relief, as it was feared that the Allies might fix a 
rate unduly unfavourable to the franc. The result would have been an in- 
creasing trend in prices, leading to food hoarding and a shortage of food for 
the civilian population. The fixing of a low rate, however, does not necessarily 
mean that the danger of an undue rise in prices in France has now been averted. 
In face of the shortage of goods even a much smaller addition to purchasing 
power could easily lead to a marked rise in prices. 

For this reason alone, it would be advisable for the Allied Governments 
to transfer to General de Gaulle the control of the issue of invasion francs. 
If in spite of all precautions their issue should produce an inflationary effect, 
the responsibility would then clearly rest with the French authorities. By 
agreeing to the transfer of the control over the issue of such notes to the 
French Provisional Government, the Allies would certainly avoid the un- 
popularity attached to the inev itable mone tary measures that have to be taken 
in the interests of the liberation of the entire France. 

In the case of other enemy-occupied countries, the principle that it is for 
the authorities of those countries to control invasion currency has been readily 
admitted. The explanation of the difference of technique in the case of 
France is obviously that to put General de Gaulle in charge of the note issue 
pes imply the recognition of his Government as the legitimate Government 

f France. In reality, this argument is unconvincing even from a legalistic 
sla of view. By inviting the representatives of Gene ral de Gaulle’s Govern- 
ment to participate in the coming international monetary conference, the 
United States has already given it a de facto recognition. Indeed, it is arguable 
that to recognize General de Gaulle’s authority to commit France to a 
permanent post-war monetary system goes much further than merely to 
recognize his authority to take charge of a provisional wartime monetary 
measure, such as the issue of invasion francs. 

From the point of view of the British and American taxpayer, it is im- 
portant that this matter should be settled in agreement with the French 
Provisional Government. Unless this is done, the British and United States 
authorities cannot expect that Government to supply them with goods on 
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reverse Lend-Lease. If the British and United States Governments insist, 
however, on retaining the responsibility for the note issue, then it is they who 
will have to pay for all French supplies. The result is that in the place of a 
vague liability under Lend-Lease, to be offset against similar counterclaims, 
they will be landed with a definite financial liability represented by the notes 
issued under their authority. Moreover, if the ultimate settlement is to be 
based on the present rate of Fcs. 200 to the pound, then our eventual liability 
will be inflated by the fixing of a rate which over-values the franc, desirable 
though this may be in the interests of the French economy. ° 
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Life Assurance Trends 


By a Special Correspondent 


HE two main features of the past year in life assurance have been the 
"T maintenance of a fair volume of new business in the face of increasing 

handicaps and the tendency to more liberal policies in the matter of 
bonuses. As regards new business it will be recalled that the Kennet Com- 
mittee in its report on ordinary life assurance, published towards the end of 
1942, expressed the view that although it was desirable to maintain facilities 
for effecting life policies there was no need for stimulation of buying through 
advertisement and salesmanship. It accordingly recommended the elimination 
of staff engaged wholly or for a substantial part of their time in the quest 
for new business. It was thought in life assurance circles that the implementa- 
tion of this recommendation, superimposed on the mounting disabilities 
already affecting the offices, would result in a marked recession in activity. 
Actually, 1943 brought not only no reduction in new business, but on the 
contrary a small increase in comparison with 1942. 

Looking back over the war years, a slow but steady recovery in new 
business is discernible since the nadir of 1940. In that year, sums assured on 
new ordinary policies stood at only 55 per cent. of the 1938 level. This ratio 
improved in 1941 to 62 per cent., in 1942 to 66 per cent., and in 1943 to 
68 per cent. There have been other considerations beside the steady drain 
on manpower which make this performance remarkable. An obvious factor 
of major importance has been the continuous reduction in the numbers of 
potential policyholders through calls to the Forces. Also, the pre-war demand 
for policies for substantial sums ceased to exist when war began and has not 
since re-appeared ; virtually all the policies now issued are for moderate 
sums. Among influences assisting the offices have doubtless been the generally 
high levels of earnings of persons remaining in civil life and the curtailment 
of normal avenues for spending. Many offices have experienced a marked 
increase in the numbers of proposals coming from women, a reflection of the 
important part they are playing in wartime industry, and probably also of 
increased desire for economic independence. Another feature has been the 
rapid development of group policies providing life assurance and pension 
benefits for employees. 

The continued transaction of a substantial volume of new life assurance 
has sometimes been criticized on the ground that savings are attracted which 
might otherwise find their way direct to the National Savings movement. 
In comparing the two channels for saving, it is true that a considerable part 
of the first year’s premium on each life policy is absorbed in expenses which 
return to circulation as potential purchasing power. On the other hand, it 
should be borne in mind that saving through life assurance is largely automatic 
and policies effected during the war may be expected in substantial measure 
to continue in force during the critical post-war period, when abstention from 
spending will continue to be vitally important for the avoidance of inflation. 
Moreover, from the beginning of the war, the offices have followed a steadfast 
policy of investment of all available funds in Government securities. Dis- 
appointment need not be felt because the resulting annual additions to holdings 
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of these securities are less than premium income. This situation is unavoidable, 
since the sums available for investment each year are limited to increases in 
funds—represented broadly by income in the shape of premiums and interest, 
less outgo in claims and expenses—plus the proceeds of repayments and 
requisitions. It must be recognised that if the offices were not receiving any 
new premiums they would need to realize investments in order to meet “their 
obligations. How far the policy followed by the offices has affected the character 
of their investment portfolios is exemplified by the figures of the Legal and 
General, whose ratio of Government securities to total assets has risen from 
16 per cent. at the end of 1939 to 21 per cent. in 1940, 28 per cent. in 1941, 
33 per cent. in 1942 and 39 per cent. in 1943. In the latter year Government 
issues constituted no less than 58 per cent. of this office’s total Stock Exchange 
holdings. 

It he is been suggested recently that an important reason for the maintenance 
of a substantial level of new business activity is the increasing ‘‘ assurance- 
mindedness ” of the public. There is much truth in this: the process is a 
continuous one and has been fostered by the desire for security of which 
interest in the Beveridge Plan is a manifestation. It would be wrong, however, 
to suppose that the demand for life assurance has yet reached the stage where 
it can be left to express itself in the absence of the persuasive efforts of the 
skilled salesman. This point is emphasized by segregating the new business 
figures of the offices into three groups, depending on the degree of maintenance 
of pre-war sales organizations. In the first group are the so-called :ndustrial- 
cum-ordinary offices. These have been allowed to maintain substantial outdoor 
stafis for the primary purpose of collecting weekly and monthly premiums 
under industrial policies. Such staffs are nevertheless available also for the 
incidental production of new business, both industrial and ordinary, with the 
result that their ordinary new business was in 1943 as much as 85 per cent. 
of the pre-war figure, against the average of 68 per cent. for all types of office. 
The second group comprise s the composite offices, which have needed to keep 
their organizations at a certain strength in order to handle essential fire, 
accident and war-damage insurances. Offices in this group have thus kept 
up their contacts with the public ; their ratio to pre-war is 68 per cent., the 
same as for the industry as a whole. Finally, there are the specialist life 
offices, which have been handicapped under the schedule of reserved occupa- 
tions since the beginning of the war, and besides losing virtually all their 
field forces have been obliged through lack of staff to close many of their 
branch: Their ratio of new business activity to pre-war is only 42 per cent. 
These aie fortunes furnish fairly conclusive evidence that when peace 
returns close public contact will remain a vital element in life assurance 
expansion. 

A subject of kindred interest to new business is that of policies surrendered. 
In the last two or three years surrenders have dwindled to a fraction of the 
normal, with the result that the diminished new business has had a very 
much smaller reaction on premium income than would have been the case 
had surrenders kept to pre-war proportions; in fact, the incomes of most 
offices are again on the up-grade. “ A penny saved is a penny earned ” may 
or may not be a good maxim in private life ; there can be no question but 
that it is better for a life office to retain old business than to acquire new 
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business of equivalent dimensions. For one thing, the expenses inevitably 
associated with business acquisition are avoided, and ratios of expenses to 
premiums are reduced. Furthermore, when policies lapse it is invariably 
the “‘ good”’ lines that go, never those which have become impaired. It 
follows that a sub-normal ratio of surrenders will tend to produce a more 
favourable mortality experience in the lives remaining assured than would 
otherwise be expected. 

So much for the level of activity which life offices have found it possible 
to maintain. The other main feature of the past year has been the tendency 
to declare bonuses on an increasingly liberal scale. During the early stages 
of the war, reversionary bonuses were suspended by all offices and some went 
so far as to cease paying “interim” bonuses, namely bonuses on policies 
becoming claims by death or maturity during the period from one valuation 
to the next. The circumstances justifying such action were not hard to seek. 
There was depreciation in the values of investments: not a catastrophic 
fall as in the 1914/1918 war, but nevertheless a quite substantial reduction. 
Heavy death claims on policies, nearly all of which had been issued without a 
war risks exclusion, were to be feared. Gross interest rates, already declining 
before the war, began to fall more sharply with the direction of all new funds 
into Goverrment securities yielding a low return, and the effect on net rates 
was accentuated by higher taxation. Suspension of bonuses was the only 
possible course in the view of the fundamental need to uphold the security 
of the basic contracts. This, after all, was one of the situations which the 
profit-sharing system was designed to meet; participating policy holders, 
having benefited from high profits in the prosperous years, could not complain 
at having to carry some of the burden of the bad ones. The extent of the re- 
duction in profits accumulating for distribution depended, of course, on whether 
separate funds were maintained for with—and without—profits contracts or 
the groups were merged ; in the former case the whole of the loss on without- 
profits policies had to be carried unaided by the office and the position of 
participating policies was correspondingly improved. 

In the last year or two there had been a pronounced reaction from the path 
of extreme caution, a reaction attributable to the continuous betterment 
of the offices’ position. Security values have risen substantially, and the 
familiar pre-war comment in chairmen’s speeches to the effect that “ market 
values are well in excess of book values” is again in evidence. Mortality 
from normal causes has been so favourable that it has been possible for many 
offices to meet the cost of war casualties and yet record an aggregate experience 
within the limits contemplated by mortality tables. The downward curve 
of interest rates has tended to flatten out, the factors making for further 
reduction—mainly increased holdings of Government securities, but also 
to some extent the repayment of loans on policies—having been partly offset 
by higher earnings from ordinary shares and from properties. In these 
favourable circumstances many offices have no doubt felt that if after making 

generous allowance for future war mortality, and for a further fall in the net 
interest rate, they have a balance in hand, then policyholders are entitled 
to a distribution. A supplementary consideration may have been the desire 
to enhance the attractiveness, and consequent demand for, participating as 
against non-participating assurances. The actual rates of bonus allowed were 
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at first in the region of 20s. per cent., but in recent declarations have been as 
much as 30s. per cent., or about two-thirds of rates ruling before the war. 
For one or two offices the declaration of a bonus has involved the re-opening 
of settled claims on which no interim bonus had been allowed. 

Nevertheless, there are good arguments in favour of the policy of post- 
poning distributions adhered to by some offices. After the war it will be 
possible to distribute the full surpluses earned without the need for special 
mortality provisions, whereas distributions made now are inadequate in the 
sense that they do not represent the full profits of the years to which they 
relate, yet may be premature if unhappily there should be any unforeseen 
mortality during the remaining wartime or immediate post-war period. It 
might also be contended that it is undesirable to make distributions of bonus 
which are capable of realization in cash now or after the war when the inflation 
risk will be at its height ; but perhaps the corollary of this—that offices 
offices should refrain from distribution until a period of depression—would 
be advancing a little too rapidly in the line of thought predicated in the 
Government’s White Paper on Employment Policy. 


Long-Term Credit for Industry 
By Dr. Rudolph Dalberg 


HILE it is recognized that the new lending policies foreshadowed by 

the bank chairmen would not involve a change-over to industrial 

banking proper, they have aroused a new interest in Continental 
banking methods and experience. In the April issue, the German system and 
its results were surveyed in the round by Mr. G. Eberstadt. Readers may 
also be interested in a more detailed account of the experience of some of the 
specialized institutions, outside the large banks, set up to dispense long-term 
industrial credit. It is interesting to note that in one respect the problem 
was the same in Germany as in this country, namely to cater primarily for 
the long-term credit needs of the smailer business. 

In a number of cases, both the Reich Government and the various States 
granted direct loans, or gave their guarantee on loans, to industries finding 
it difficult to raise finance. Later, the method was preferred of encouraging 
or even participating in the formation of new banking institutions, to devote 
themselves exclusively or mainly to long-term industrial credit. In this way, 
a number of quite differently organized banking institutions came into 
existence with official assistance. They did useful work in helping industry 
in times of crisis, and even survived into more normal conditions on a profit- 

earning basis. 

In the summer of 1925, the State of Saxony floated the S@chsische Landes- 
pfandbriefanstalt to help the small Saxon industries, which were particularly 
hard hit by war and inflation. The share capital of only Rm. 1,000,000 was 
subscribed by the State. The institute was authorized to issue up to Rm. 50 
millions of debentures against loans secured on industrial properties, to be 
sold as investment to ‘financial institutions and to private investors. The 
proceeds of these sales were lent to small industrial undertakings, the loans 
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being secured by a prior lien charge on the fixed assets of the industrial 
borrower. The report of the Institute for 1926, after only eighteen months 
of business, stated that 428 loans had been granted for altogether Rm. 42 
million, mainly in amounts of Rm. 20,000 to 100,000, 1g per cent. only of the 
applicants receiving more than Rm. 100,000. There were no losses. The 
Institute has since progressed satisfactorily. 

Other institutes on similar lines were subsequently founded in other German 
States, but in the late twenties capital was pouring into Germany from abroad. 
Thus, in 1927 the Landesbankencentrale, the central bank for the States, took 
a loan of $10,000,000 from Messrs. Lee Higginson and Co., N.Y., the proceeds 
to be distributed between twelve different banks of states and provinces, 
which in turn were to apply them in granting industrial loans not exceeding 
Rm. 500,000 in a single case, and to be redeemed at the rate of 2 per cent. 
per annum. The borrowers, however, were generally allowed to repay any 
time after five years to relieve themselves from the relatively high interest 
charges. A year later a second loan was taken and distributed through local 
public banks to small-scale industry on similar lines. 

Reference must be made to the provision of long-term industrial credit in 
Germany by a British concern, the British and German Trust Co., Ltd., which 
was floated early in 1926 in London by a leading issuing house together with 
one of the large insurance companies, in collaboration with German banks. 
The latter were mainly the State-owned Prussian Staatsbank and the Reichs- 
kreditgesellschaft, assisted by three private banks—namely, the Deutsche 
Bank, Berliner Handelsgesellschaft and Commerz u. Privatbank—who sub- 
scribed half of the original capital. This trust company was intended to grant 
loans to medium-sized industry and did in fact make up to 1929 about twenty 
loans in amounts ranging from £20,000 to £100,000. Though it was active in 
its early years, the ~~ of this concern was halted by the 1931 crisis 
and the advent of the Nazi régime. About half of the available capital was 
utilized for industrial loans, the other half was invested in securities in London 
in the usual investment trust fashion. 

The granting of the loans was prepared in Berlin by an advisory committee 
of German bankers and a standing office (managed throughout—1926 to 1938— 
by the present writer). Industrial firms applying for loans were carefully 
examined, from the technical as well as the financial point of view. The 
policy adopted was to favour loans tending to increase exports or helping to 
raise operational efficiency. Security was in general provided by a first ranking 
mortgage on all the fixed assets of the borrowing firm, within about 30 per 
cent. of their appraised value. Proven earnings had to cover double the 
amount of the loan service. Yearly redemptions were paid from the second 
or third year onwards calculated to the effect that the loan service (interest 
plus redemption) remained constant until the redemption was completed 
after 12 to 15 years. The loans were well distributed as to different industries 
and as to the geographical position within Germany as well. In suitable 
cases, additional stipulations were made which, while lowering the interest 
charges, provided for share options or turnover commissions which only 
became valuable if and when the use of the loaned capital had definitely 
improved the position of the borrower. 

The long term nature of the loans, and their substantial amount in relation 
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to the borrowers’ own resources, naturally led to a closer relation between the 
Trust and its borrowers than would be the case in normal short-term banking. 
Representatives of the Trust were often appointed to the board of the in- 
dustrial firm, there were frequent financial consultations, and in some cases 
special experts at the disposal of the trust company were able to bring about 
improvements in technical efficiency. 

That this system on the whole turned out quite well is evident from the 
fact that it stood the test of the world crisis from 1929 to 1932. During this 
period, two of the twenty borrowers failed, but in each case the Trust incurred 
no ultimate loss. In one instance, the properties taken over were resold at a 
favourable price, while in the other case the property was converted into 
flats, garages, and small workshops, which in the end brought in a higher 
return than the original loan. Temporary difficulties occurred in a few other 
cases, involving the postponement of some payments and intervention by 
the Trust in co-operation with other banking creditors, but the liabilities 
were finally discharged in full, though from 1931 onwards, when the German 
exchange restrictions came into force, this refers to payments in German 
currency only and not in sterling. 

Besides the British and German Trust there were a few other British and 
American Trust Companies which granted smaller loans to German industrial 
companies on similar lines. Lasting importance in the German industrial 
credit business up to the present day has been obtained by the Deutsche 
Industriebank, a public institute which was developed out of the Bank fiir 
Industrieobligationen founded in 1924, originally for reparation purposes, 
following the Dawes Committee’s recommendations. The share capital and 
reserves were built up gradually out of yearly levies on industry (Aufbringungs- 
umlagen) which amounted altogether to Rm. 510 millions up to 1937, when 
they were dropped. The Bank’s nominal share capital of originally Rm. 10 
millions was successively increased to Rm. 200 millions, besides which there 
are reserves of Rm. 440 millions and a total debenture capital (which is limited 
to six times the amount of the share capital) of about Rm. 340 millions. The 
bank, which has become one of the strongest financial institutions in Germany, 
began its industrial credit business in 1926 (in addition to some special tasks 
in ‘the field of agricultural credit, meanwhile terminated). Its activities may 
be described, according to official announcements, as follows: It is intended 
to be a complement to the other credit institutions with the chief aim of 
heiping industry to carry through improvements, enlargements and changes 
of production. Its credits are mainly granted to medium-sized and smaller 
enterprises ; normally they are se cured by mortgages. With a view to this 
industrial credit business, the Industry Bank keeps in close touch with all 
credit institutions, in particular with banks and bankers of local importance, 
to —— it is prepared to offer re-financing of medium-term industrial advances. 
The share capital is in the hands of trustees, as representatives of all the 
companic s and industrialists who have contributed to the levies mentioned 
above. Since the articles provide that earnings are to be used for the common 
benefit of industry, the profits have usually been added to the reserves. From 
the balance sheet as at March 31, 1943, it appears that loans to industry were 
outstanding on mortgages to the amount of Rm. 343 millions. In addition 
there were other debtors (apart from agricultural loans) of Rm. 386 millions, 
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which amount seems to be made up mainly of short- and medium-term 
industrial credits. 

Up to 1940 the Bank’s debentures were placed on a 4} per cent. basis, 
redeemable within 10 years. During the war—in 1942—a new issue was made 
on which the interest rate was reduced to 4 per cent., redeemable within 
25 years. Notwithstanding its appreciable expansion, it would appear that 
the Industry Bank has in fact kept itself within the limits imposed upon it 
of complementing the activities of other banks and not of competing with them. 

It remains to be mentioned that two of the German big Joint Stock Banks 
did also take an interest in medium-term and industrial credit business by 
way of a few special transactions during the scarce-money period in Germany 
in 1927. The Deutsche Bank raised a five-year loan of $25 millions in New 
York from Dillon Read and Co., using the proceeds for five-year industrial 
loans, mostly in items from $25,000 to $150,000, although a few ranged up 
to $1,000,000. The Commerz und Privatbank shortly afterwards raised a 
ten years’ loan of $20 millions, with the Chase concern, New York, for the 
same object. In both cases the banks mainly intended to convert some of 
their more or less frozen short-term industrial advances into medium-term 
loans. In arranging these loans they were influenced by the fact that many 
of their debtors could not meet short-term credits, which had again and again 
to be renewed, whereas the same borrowers appeared strong enough to meet 
the service of a medium-term loan. As both these loans referred to above 
have been repaid, this venture of the big joint stock banks in Germany into 
medium-term lending has been only a passing development. 


Control of Non-Resident Accounts 
By E. G. Woolgar 


HEN exchange control was introduced into this country in 1939, the 

\ \ transfer of sterling from the accounts of residents of the sterling area 

to the accounts of non-residents was, from the outset, subject to control. 

But it was not until the middle of 1940 that steps were taken to restrict the 

availability of non-resident owned sterling and to remove the £ sterling as 

an international currency counter. This was achieved mainly by the intro- 

duction of Registered Accounts, Special Accounts, Central American Accounts, 

Sterling Area Accounts and various types of blocked or otherwise restricted 
accounts on the availability of which severe limitations were imposed. 

The regulations governing non-resident accounts have, of course, been 
amended from time to time and there is no doubt that the rules in force at 
the moment are complicated. Many branch managers have the feeling that 
the control of such accounts, which do not amount to 1 per cent. of the 
aggregate, often calls for time and attention out of all proportion to the size 
of the transactions involved. Their position is not made any easier by the 
fact that instructions on the Defence (Finance) Regulations have been spread 
over numerous Head Office Circulars in which it is not always easy to find 
the answer to the problem in hand; the irregularity of the transactions on 











34 THE BANKER 


non-resident accounts gives them the character of problems rather than of 
matters of routine and, up to the present, no large scale attempt has been 
made to educate banking staffs in the theory and practice of exchange control. 
This article is designed to help the branch manager in controlling his non- 
resident accounts in the light of the difficulties already described. 


Designation of Accounts 


All non-resident accounts should be segregated and the ledger sheets 
marked with the appropriate type of account such as U.S. Registered Account, 
Sterling Area Account, etc., together with the Bank of England reference if 
the status of the account has at any time been the subject of a specific ruling 
by the Control. 

There are three reasons for the segregation of non-resident accounts : 
(1) The fact that the non-resident accounts are in a separate portion of the 
ledger acts as an automatic warning to the ledger keeper that he is dealing 
with accounts to which special conditions apply and that he must be satisfied 
that the entry he is making is in order or has been authorized by the person 
in the branch responsible for Defence Regulation work. (2) It facilitates the 
compiling of the various returns which are called for by the Bank of England 
and reduces the chances of errors of omission. (3) It makes it easier for the 
manager to scrutinize the entries on such accounts which do not receive so 
rapidly and so frequently the important checking through the medium of 
pass books and statements which is given to accounts by domestic customers. 

Before an account is included in the non-resident section, care should be 
taken to see that its status is correctly defined and that, if necessary, the 
Control’s sanction has been obtained. It must be remembered that without 
the sanction of the Bank of England, no new non-resident account may be 
opened nor may the status of an existing account be altered. The latter rule 
applies not only to the re-designation of what was formerly a resident account, 
but to an alteration in status from non-resident to resident or to an adjustment 
consequent upon a change in residence from one country outside the Sterling 
Area to another country. It does not necessarily follow that because a person 
is held to be non-resident for the purposes of income tax assessment that he 
is regarded as a non-resident under the Defence Regulations, nor must it be 
assumed that because a customer resident in, say, Nicaragua, takes up a three- 
year contract for employment with a firm in Brazil that he is to be regarded 
as a resident of Brazil. 

Even at this stage it would not be unprofitable to scrutinize the non- 
resident accounts and apply to the Control for rulings on all doubtful cases. 
Applications to the Bank of England for confirmation or amendment of non- 
resident status should include information on such points in the following 
list as may be appropriate: (1) Name, nationality and present address. 
(2) Countries of residence over the last six years with an indication of the 
period spent in each. (3) Purpose of his stay in present country of residence. 
(4) Type of residential permit held and customer’s intentions regarding his 
future residence. (5) Liability for British income tax. (6) Details of any 
residence maintained for customer’s use in the United Kingdom. 

In the case of re-designation of accounts formerly regarded as resident 
it is also necessary to give the present balance, together with an analysis 
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of credit entries on the account since September 3, 1939. 


in of § 

been | . , 

trol, | Categories of Non-Resident Accounts 
“ ’ 


non- The types of non-resident accounts in existence at the present time are 
as follows : 
Group (A) Accounts 

Registered Accounts for residents of U.S.A. and Switzerland. 


eets Special Accounts for residents of Argentina, Bolivia, Brazil, Chile, Paraguay, 

unt, | Peru, Portugal and Portuguese Empire, Spain and Spanish Territories, 

€ if Sweden, Turkey and Uruguay. 

ling Central American Accounts for residents of Colombia, Costa Rica, Cuba, 
Dominican Republic, Ecuador, Guatemala, Haiti, Honduras, Mexico, 

its : Nicaragua, Panama, Salvador, Venezuela. 

the “Old” Sterling Accounts for residents of Switzerland and of any Special 

Ing Account country. 

led} Canadian Accounts for residents of Canada and Newfoundland. 

on | Dutch West Indies Accounts for residents of Dutch West Indies. 

the French Territory Overseas and Syria and the Lebanon Accounts for 

nd residents of those territories. 

he Foreign Accounts for residents of any country other than those already 

so | provided for as above. 

hing Group (B) Accounts 


Sterling Area Accounts for residents of Argentina, Bolivia, Brazil, Chile, 


~ Paraguay, Peru, Portugal and Portuguese Empire, Spain (other than 
ut for subjects of the Spanish State), Switzerland and Uruguay. 

be China Blocked Accounts for residents of China. 

le Blocked Sterling Accounts, Regulation (3E). 

t, Accounts Blocked under Regulation 3C (2A). 

at Accounts Blocked under Regulation 3C (2B). 

gf RESPONSIBILITIES OF BANK FOR ENTRIES ON NON-RESIDENT ACCOUNTS 

in Before considering the peculiarities of each type of account it will be as 
le well to define the ge neral re sponsibilities of the branch manager in his control 
ie | of day-to-day transactions. With certain exceptions, which are dealt with 
7 later, they may be summarized as follows : 


Group (A) Accounts 


(7) Credit Entries 

In the case of a cheque received for the credit of a non-resident account 
it is the duty of the bank holding the account to indicate to the paying banker 
the precise category of non- resident account to be credited by marking the 
cheque ‘‘ Received for the credit of . . . Account.’ If the cheque 
already bears an indication that it has been approved for payment to a type 
| of account other than that to which it is to be credited or that it will be paid 
: to the debit of another type of non-resident account from which it is ineligible 
to receive funds, the cheque may either be marked as above and presented 
in the ordinary way or returned to the remitter with an explanation of the 
circumstances. 
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Great care must be exercised when receiving funds for non-resident accounts 
by means of inter-branch settlement vouchers as the branch originating 
the credit mz iy be unaware of the status of the account to be credited. “If there 
is any doubt the receiving branch must inform the paying branch of the category 
of account to be credited and confirm that the transaction is in order. 

With regard to cash paid in for the credit of a non-resident account, it 
is the responsibility of the bank holding the account to ensure that the 
appropriate Control Form is completed and approved before the entry is made. 


(12) Debit Entries 

In the case of cheques drawn on non-resident accounts or payment orders 
by the account holder, it is the responsibility of the bank holding the account 
to ensure that the funds are eligible for transfer to the particular type of 
non-resident account indicated by the receiving banker. In the absence of 
any marking by the collecting banker the paying banker is entitled to assume 
that the item is being collected for a resident account. 


Transactions on Accounts Listed Under Group {A 
I 


With regard to the following statement of the permitted transactions and 
of the formalities, if any, which must be observed, it should be remembered 
that the responsibility for the Sterling Control Form rests on the paying banker. 

Registered Accounts (U.S.A.). Payments in may be received from the 
accounts of residents of the sterling area after approval on Control Form A.3. 

The only non-resident accounts from which credits may be received are 
U.S. Registered Accounts or Canadian Accounts after approval of the Canadian 
Control. 

Payments out may be made to residents of the sterling area, to another 
U.S. Registered Account or to a Central American Account. 

Remittances to the account holder may be made through the Registered 
Account of a U.S. Bank without formality, or in U.S. dollars after completion 
of Control Form E. 

Registered Accounts (Swiss). Conditions similar to those given under 
Registered Accounts—U.S.A., apply to Swiss Registered Accounts with the 
following additions, excepting only that transfers from Swiss Registered 
Accounts to Central American Accounts are not permitted. 

Registered Accounts are not available for private persons resident in 
Switzerland whose banking needs are met by sterling area accounts. Payments 
into Swiss Registered Accounts from Sterling Area Accounts of residents of 
Switzerland require completion and approval of Control Form A.3. 

Transfers from Old Swiss Accounts to Swiss Registered Accounts require 
the approval of the Bank of England on Form A.3 


Special Accounts. Payments in may be received— 


(i) from the accounts of residents of the sterling area after approval on 
Control Form A. r or A.2; 
(u) from an “old” sterling account of a resident of the same country 
after approval on Control Form A.2 
(i) from a Sterling Area Account of a resident of the same country after 
approval on Control Form A.2 ; 
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(iv) from a Canadian Account after approval by the Canadian Control. 


Payments out may be made— 
(i) to residents of the sterling area ; 
(ii) to a Sterling Area Account of a resident of the same country 
(iii) to another Special Account of the same country. 
Central American Accounts. Payments in may be received— 
(i) from the accounts of residents of the sterling area after approval on 
Control Form A.1 or A.2 
(1) from a Canadian Account after approval by the Canadian Control ; 
(iii) from another Central American Account ; 
(iv) from a U.S. Registered Account or in respect of the sterling proceeds 
of U.S. dollars sold to the Bank of England. 
-ayments out may be made 
(i) to residents of the ste rling area ; 


’ 


(ii) to another Central American Account. 
“ Old” Sterling Accounts. Payments in are restricted to transfers from other 


id” Sterling Accounts of residents of the same country. 


Payments out may be made 
(i) to residents of the sterling area except to residents of Australia, India 
and South Africa ; and except in payment for exports ; 
(ii) to another “ old ” account of a resident of the same country (no Control 
Form required) ; 
(iii) to a Registered or Special Account of the same country after approval 
on Form A.3 or A.2 respectively. 
(In the case of transfers from “old” Swiss Accounts, “ old” 
\rgentine Accounts and “ old ’’ Swedish Accounts to Swiss Registered, 
Arge ntine Special and Swedish Special Accounts respectively, the prior 
approval of the Bank of England is required) ; 
(iv) to a Foreign Account of a resident of any of the “‘ other ”’ countries. 
Canadian Accounts. Payments in may be received-— 
(i) from the accounts of residents after approval on Control Form E.1 ; 
(i) from other Canadian Accounts. 


Payments out may be made— 

(i) to residents of the sterling area; but payments in sterling for 
exports can only be made from accounts in this country of Canadian 
Banks, i.e. Canadian Authorized Accounts. 

(ii) to other Canadian Accounts ; 

(iii) to any other non-resident accounts provided the approval of the 
Canadian Control has been obtained and subject to completion and 
lodgment of the Control Form appropriate to the type of account 
credited. 

Dutch West Indies Accounts. Payments in may be received— 

(i) from residents of the sterling area after approval on Control Form E.1 ; 

(ii) from other Dutch West Indies Accounts ; 

(iii) from Canadian Accounts after approval of Canadian Control. 

Payments out may be made— 

(i) to residents of the sterling area ; 

(ii) to other Dutch West Indies Accounts. 
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French Territories Overseas and Syria and the Lebanon. Payments in may 


be received— 


(i) from residents of the sterling area after approval on Control Form E.1 ; 


(ii) from other accounts of residents of the same territories ; 
(iii) from Canadian Accounts after approval of the Canadian Control. 


Payments out may be made— 
(i) to residents of the sterling area ; 
(ii) to other accounts of residents of the same territories. 
“ Foreign ’’ Accounts (i.e. accounts of residents of countries other than those 
provided for above). Payments in may be received— 
(i) from residents of the sterling area after approval on Control Form E.tr ; 
(ii) from other “‘ foreign accounts ”’ ; 
(iii) from “ old ’”’ Sterling Accounts. 
Payments out may be made— 
(i) to residents of the sterling area ; 
(ii) to other “ foreign ’’ accounts. 


Group (B) Accounts 


With regard to accounts included in Group (B) the only general comment 
that can be made is that a greater measure of responsibility for their control 
rests on the bank holding them. The conditions applicable to accounts in 
this group are sufficiently dissimilar to warrant individual attention. 


Accounts Blocked under Regulation 3C (2A) 


Pending re-designation of an account blocked under Regulation 3C (2A) 
it may be credited with any sum which would be a permitted credit to a 
Sterling Area Account. At the moment there is no established procedure for 
marking cheques “ Received for the credit of a Blocked 3C (2A) Account,” 
and the bank holding the account must either complete and lodge a Control 
Form E.1 in respect of the item credited or be satisfied that the paying banker 
has done so. 

Payments out of the accounts of foreign nationals are limited to remittances 
for the maintenance of the account holder and his family at the rate of £15 
per head per month (£50 per month for a family). These remittances must 
be made through the type of account appropriate to the country in which 
the account holder is staying and the appropriate Control Form completed 
and lodged by the bank holding the account. Payments out of the Blocked 
3C (2A) Accounts of British Nationals require sanction by the Control. If, 
after re-designation, the existing account is to remain blocked no further 
entries may be made on the account without the permission of the Bank of 
England. 


Accounts Blocked under Regulation 3C 2B) 


All transactions on accounts blocked under Regulation 3C (2B) require 
the sanction of the Bank of England. 


Blocked Sterling Accounts Regulation (35) 


No amount may be credited to a Blocked Sterling Account unless the 


rrr 


mm i  —_———— — S—E——e—>PI—a>*>* 0S TTS 


Sa ot UI OLY 


ove "oS 


a 
EE - 


a 
anneeentieneee eee 
~ 





CONTROL OF NON-RESIDENT ACCOUNTS = 39 





collecting bank is satisfied by the marking on the cheque or banker’s payment 
that the item is payable to the Blocked Sterling Account of his customer. 
The collecting bank must stamp any item so marked “ Received for the 
credit of Blocked Sterling Account at . . . (bank and branch) ‘a 
before presenting it for payment. Payments out of Blocked Sterling Accounts 
are limited to investments in approved securities and the utilization of part 
or the whole of the balance for any other purpose would require the permission 
of the Control. 


China Blocked Accounts 


All entries on the accounts of residents of occupied and unoccupied China 
require the permission of the Bank of England and no credit should be passed 
to an account of this category unless the bank holding the account has obtained 
sanction or is satisfied that the paying banker has done so. 


Sterling Area Accounts 


The control of entries on a Sterling Area Account is entirely the responsi- 
bility of the bank holding the account and only transactions which conform 
to the schedule of ‘‘ Permitted Credits and Debits” may be passed without 
reference to the Bank of England and the bank is also responsible for the 
completion, approval and lodgment of Control Forms covering remittances 
to the account holder through the Registered or Special Account appropriate 


to his country of residence. 
Returns 

The bank holding non-resident accounts is responsible for the following 
returns : 

(1) Monthly Substitute Sterling Transfer Form. This return must include 
all items credited to non-resident accounts (except Sterling Area Accounts) 
in the books of the bank in respect of income and capital repayments on 
securities. 

(2) Monthly Return of Total Balances on U.S. Forces’ Registered Accounts. 

3) Monthly Return of Total Balances on other U.S. Registered Accounts. 


(3) 
(4) Monthly Return of Balances on Special Accounts. 
(5) Quarterly Return of Blocked Sterling Accounts—Regulation (3E). This 





Hire Purchase Finance & Service 


For MACHINERY, PLANT, MOTOR VEHICLES, etc. 


The highly specialised services of Mercantile Credit Co. Ltd. are supple- 
mental to those of the Banks and financially supported by the Banks in 
generous measure. Bankers may unhesitatingly recommend Mercantile 
PI ‘ Credit services to their clients for those occasions when hire purchase is 

asda otend required and may properly and conveniently be used for the purpose of 
their business by those engaged in the war effort and essential services. 
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return should show under the countries of residence of the account holders : 
(a) total balances standing to credit of Blocked Sterling Accounts; (5) total 
funds credited to such accounts during the quarter; (c) total funds debited 
during the quarter in respect of purchases of approved securities ; (d) total 
funds debited during the quarter for other purposes, with the approval of the 
Bank of England; (e) total of blocked sterling funds invested directly in 
securities during the quarter. 





Publications 

Design of Accounts. By F. Sewell Bray and H. Basil Sheasby. (Oxford 
University Press, price 12s. 6d.) The Society of Incorporated Accountants 
are to be congratulated on this practical contribution by members of their 
Research Committee to the improvement of accountancy standards in the 
presentation of accounts. Its publication is especially timely in that it 
coincides with the sittings of the Cohen Committee on Company Law Amend- 
ment. One suggestion made by a witness before the Committee, for ex cample, 
was that forms of accounts should actually be prescribed by law for various 
classes of enterprises, and it is interesting to note that the greater part of 
the present volume is taken up by specimen forms of accounts for specific 
undertakings, ranging from bakeries to textile spinners (but not including 
banks). As is to be expected, the suggested form of presentation closely 
follows the best accountancy practice, as recently set out, for example, in a 
memorandum of the Institute of Chartered Accountants. In their intro- 
ductory remarks, the authors stress the need for informative accounts, and 
lay down in particular that “ published company revenue accounts should give a 
clear statement of operational profit, of non-operational items of income and 
expenditure, of provisions to meet liabilities defined as to time of accrual, 
of transfers to or from reserves clearly enunciated as such, and of the appro- 
priation of residual balances. Every effort should be made to show the 
manner in which the true operational profit is built up.’’ Given this leaning 
towards full disclosure, it is perhaps a criticism of the book that it entirely 
omits any suggestions as to the form of consolidated accounts, though this 
may perhaps be explained by the authors’ view that “ there are cases in which 
consolidation is misleading. For example, one company which is strong 
financially may be used as a cover for another company which is on the verge 
of insolvency. In these cases it is better to rely upon tabulated balance sheets 
rather than to attempt consolidation.” An interesting section deals with 
the comparative, novel technique of the use of “ accounting ratios’’ such 
as the relation of an increase in profits to an increase in sales volume, or the 
ratio of fixed investment to net worth. Comparison of such ratios, it 1s 
suggested, is to be preferred to comparison of actual figures where the influence 
of the time element is of major importance. 

The Dollar Problem. (American Chamber of Commerce.) A summary 
of the U.S. Department of Commerce study, ‘* The United States in the World 
Economy,”’ prepared for the American Chamber of Commerce by Mr. Paul 
Bareau, Banking Editor of The Economist. Mr. Bareau’s lucid summary of 
this important contribution to economic discussion should be of great assistance 
to all who are unable to study the original document, which runs to more 
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AND SHANGHAI BANKING CORPORATION 


HONGKONG 


MR. A. 


MORSE’S STATEMENT 





HE ordinary general meeting of the 
Hongkong and Shanghai Banking Cor- 
poration was held on June 28 in London 


The following is an extract from the state- 
ment by the Chairman (Mr. A. Morse) circulated 
with the accounts :— 

We have been able to prepare a profit and 
loss account covering the results of our offices 
not in enemy occupation for the year 1943 
Figures in respect of the offices in enemy 
occupation are, of course, not available, and 
as the bank’s main field of operations is at 
present closed to us, the statement must be 
accepted merely as an account reflecting the 
results of our stewardship of the bank’s assets 
outside enemy control 

The profit of £216,075 has been arrived at 
after charging the whole of the running ex- 
penses of the free offices and also certain items 
relating to Far Eastern offices which we have 
had to provide for, although trading operations 
in that sphere are temporarily suspended. 
Among the important matters which your 
board have constantly in mind, I will refer 
to two which we consider to be of the utmost 
importance. One is the primary duty which 
rests on us of conserving and keeping intact 
the liquid resources under our control, which 


amount to a figure of some magnitude and 
represent a considerable proportion of the 
bank’s total assets. The other is the question 
of maintaining our organization in such a state 
that when conditions permit of resumption of 
trading in the Far East we will be in a position 
to recommence business as_ speedily and 
effectively as possible. We feel sure that our 
policy in these matters is in the ultimate 
interests of the shareholders. 

In pursuance of this policy the board has 
decided to transfer the balance of £216,075 to 
contingencies reserve. 

I think that most business men interested 
in post-war trade hope for concrete inter- 
national action to secure collaboration in 
regard to monetary problems and trade de- 
velopments. It seems that this view is also 
widely held in China. You will remember 
that China adhered to the Moscow declaration 
of last October, which recognized the necessity 
of establishing a general international organiza- 
tion as soon as possible. 

Chinese experts have also taken part in the 
Hot Springs and U.N.R.R.A.Conferences, as 
well as in the discussions which led up to the 
recent proposals for an “ International Mone- 
tary Fund.” 
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than 200 pages of rather technical matter. 

Trustee Savings Bank Year Book, 1944 (Wyman and Sons.) To meet 
the need for paper economy, the eleventh edition of the Year Book appears, 
like its predecessor, in abridged form. The statistical tables show that the 
total funds of the Trustee Savings Banks at the end of 1943, including the 
combined surplus of {13.6 millions, amounted to £521.9 millions, an increase 
of £75.4 millions on the year. This means that the resources of the banks 
have more than doubled since 1936. It is interesting to note that almost 
exactly one-third of the resources of the banks relate to the Scottish area, 
and that loans outstanding to public authorities exceed £82 millions. 
Economica, May 1944. The Bank of England centenary lends a special 
interest to the second article by J. K. Horsefield on “‘ The Duties of a Banker.”’ 
This article carries a stage further, from the Suspension of Cash Payments 
in 1797 until the end of 1804, the writer’s account of the controversies behind 
the Bank Charter Act. 


Appointments and Retirements 


Anglo-Portuguese Colonial and Overseas Bank—The Rt. Hon. Thomas 
Wiles has been appointed chairman, and Mr. Walter Curry Warwick, a director, 
of the bank. 


Clydesdale Bank—Mr. John J. Campbell, hitherto assistant manager, 
becomes manager of the London office of the bank at 30 Lombard Street, on 
the retirement of Mr. David Houston after more than 48 years’ service. Mr. 
J. R. Kay, hitherto sub-agent at Moore Place, Glasgow, becomes assistant 
manager. Mr. Campbell entered the service of the bank in 1913. After 
varied experience he opened the West End office in 1931 and was appointed 
assistant manager at Lombard Street in 1939. 


Lloyds Bank—The directors announce with regret that, consequent upon 
his appointment as a British Treasury Representative in Washington, the 
Hon. R. H. Brand, C.M.G., D.C.L., has found it necessary to resign his seat 
on the Board. Head Office, Advance Department: Mr. G. M. Warry (District 
Office, Salisbury) to be an assistant controller. 

Martins Bank—Longsight, Manchester: Mr. W. S. Royle, from Oldham 
Street, Manchester, has been appointed manager in succession to the late 
Mr. H. B. Foster. Shipley: Mr. H. Feather, from Bradford, has been 
appointed acting manager in succession to Mr. P. Haighton retired. 
Midland Bank —The Most Hon. The Marquess of Linlithgow, K.G., K.T., 
P.C., G.C.S.I., G.C.LE., O.B.E., D.L., T.D., has been elected to a seat on 
the board of the bank and of the Executor and Trustee Company Limited. 
It is regretted that, owing to a typographical error, Major James Keith was 
incorrectly referred to in our last issue as Major Leith. 

National Bank of Scotland—Glasgow Hilihead—Mr.J. M. D. Brown, agent, 
retires and is succeeded by Mr. David Wood Clow, of the Inspectors’ Depart- 
ment, Head Office. 
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POLAND: 


A Financial and Economic Survey 

















Present Economic Conditions in Poland 
By F. G. Bochenski 


(In charge of the Economic Section of the Polish Ministry of Information) 


HE principle of the “ primacy of politics’ certainly applies to German 

rule in occupied Poland. The desire to weaken the Polish nation as much 

as possible and to reduce its members to the inferior role of unskilled 
labourers, with the ultimate aim of destroying the nation which stands in 
the way of German expansion, dominates purely economic aims and con- 
siderations. Two tendencies reveal themselves in the economic policy of the 
Germans in Poland : first, changes in the economic structure of Poland are 
made to adjust it to the demands of the ‘‘ New Order ”—which again in itself 
is strongly imbued with political aims. Secondly, the growing needs of the 
German war machine have to be satisfied. While in the first years of German 
occupation the first factor influenced the current policy of the German au- 
thorities to a large extent, at present all economic activity is guided by the 
over-riding interest of war-production. 

German economic aims and means of their realization vary in the different 
sections of the occupied country: for example, in the areas incorporated in 
the Reich they differ from those in the so-called Generalgovernment. Yet 
other methods are applied in the parts of Poland formerly occupied by Russia. 
The very division of the country into these areas was determined chiefly 
by economic considerations. Neither history nor ethnography can explain 
why not only Upper and Cieszyn Silesia, as well as Poznan and Pomorze 
provinces, but also the Dabrowa and Krakow coal-basins and Lodz were 
incorporated in the Reich. Parts of Poland which never before were con- 
nected with Germany, not even at the time of the partitions, have now been 
included in the Reich, obviously because of their mining resources and in- 
dustrial development. 

Thus, the natural organic unity of Polish lands, which had been so 
deliberately destroyed by the partitioning powers and was so easily restored 
during the period of independence, once again was disintegrated. The Germans 
have done their utmost to tear apart territories which, owing to their comple- 
mentary economic structure, can hardly exist, and still less develop, without 
each other; but the strength of these natural links between the parts of 
the country has in several instances overcome the artificial barriers. It is 
sufficient to say that the economic inter-dependence of the Silesian heavy 
industry and the Generalgovernment, as its natural “‘ Hinterland,” compelled 
the German authorities to grant special tariff reductions during the time when 
a definite customs barrier existed between the two territories. Recently, 
even the German Press has stressed how strong were the economic links 
between the whole of Silesia and the adjacent territories of the Vistula basin— 
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a very interesting admission which should not be overlooked at the time of 
the definite settlement of the new Polish-German frontier. 

In the inc porated provinces, the ultimate aim of German policy has been 
best explained in the statement of Herr Greiser, the Gauleiter of Poznan. 
He once declared: “It was a mistake of the former Prussian Government 
(during Bismarck’s time) to strive only to rule these lands ; we want to own 
them.”’ In fact, quite a number of regulations have been issued, which have 
practically liquidated all the property of the Poles in these territories. The 
most important of them is the law of September 17, 1940, which universally 
and entirely abolished the property rights of the Poles; under its working, 
individual possessions of Poles can be taken over by the simple decision of 
even the lowest administrative authority. This mass expropriation, virtually 
embracing about ten million Poles, has a double purpose. The population, 
impoverished in the extreme, is greatly hampered in its political activities, 
such as underground organizations, sabotage, and a secret press. At the same 
time, the way is paved for the future colonization of this land by the Germans. 
These, having accumulated all the economic resources, are supposed to become 
not only cm ‘te masters of the whole territory but, after the transfer of the 
Polish population elsewhere, even its sole inhabitants. 

The realization of this ambitious scheme of the German “ New Order, 
however, has been greatly hampered by the war needs of the German economy. 
It may also be added that the Germans from the Reich were very re luctant 
to settle in these newly acquired territories, while German settlers trans- 
ferred from the East (as, for instance, from the Baltic States, Bessarabia, 
Bukowina and Volhynia) had great difficulties in adapting themselves to 
local conditions. Moreover, the German State, fully occupied with the conduct 
of war, lacked the necessary means and man-power to pursue this colonization 
policy with full energy and speed. Only about one and a half million Poles 
have been deported so far, and not more than half a million Germans settled 
there. Amongst the expelled Poles, the major part consisted of the educated 
and professional classes and of the representatives of the middle classes, 
merchants and skilled craftsmen. On the other hand, large masses of industrial 
workers were kept for work in war industries, while the peasants, if not trans- 
ferred to the Reich as labourers, to a large extent continue to cultivate their 
soil, though xpropriated, in the interests of the new German proprietors. 
As the latter are still not very numerous, a great proportion of all property 
in the incorporated areas is being administered by special “ trustees ” and 
German companies, who hold the existing enterprises and estates for the benefit 
of future German settlers, mainly soldiers who have distinguished themselves 
in this war. Thus, while the eviction of Polish owners was carried out at 
once as a definite measure, the present German holders of property in this 
part of Poland fulfil their task mostly in a provisional capacity. One ex- 
ception is, however, the heavy industry of the enlarged Silesian district, 
where the present reorganization is meant to be permanent. All the banks 
in the incorporated areas were liquidated soon after the establishment of 
German rule, and partly replaced by branches of banks from the Reich, 
partly re-opened as new German enterprises. 

In the so-called Generalgouvernement, which in itself is formed of economically 
less advanced parts of Poland, some expropriations took place but they were 
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not universal. They included, besides the property of the Polish State and 
public corporations, all the industries of military importance and some of 
the larger and better equipped country estates. Similarly as in the in- 
corporated areas, trade and handicrafts were ‘‘ combed out ”’ of many firms, 
whose existence, in view of the limited supply of raw materials and goods, 
no longer seemed necessary, while their personnel could be transferred to 
war factories. Wholesale trade became to a large extent monopolized by 
immigrant German firms, which came mostly from the bombed German 
ports, such as Hamburg, Bremen and Lue beck. Their privileges in trading 
with the country districts are another example of a policy which serves at 
the same time economic and political ends. While the exclusion of com- 
petition guarantees these firms a large and profitable turnover, their con- 
centration in German hands helps to control the agricultural population, 
which depends on them for the supply of industrial products. 

Agriculture attracted the greatest attention of the Germans from the 
very beginning of the occupation. Both long- and short-term policy deter- 
mined this attitude. The Generalgovernment, like other territories to the 
east of the “ Greater Reich,” is intended to become and to remain a primary 
producing country ; during the war its foodstuffs are more important than 
ever. The yearly agricultural production of every farmer is fixed by quotas. 
Their fulfilment is enforced by various means. Articles of clothing, for instance 
as well as agricultural tools, can only be bought by those peasants who de liver 
their quotas. But in many cases more forceful methods have been adopted. 
Resisting farmers are deported, and their homesteads confiscated or destroyed. 
The Generalgovernment has its own, German-controlled, bz a of issue. Under 
the old name of “ zloty”’ it has issued a new curre ney, whose circulation 
amounts at present to over seven and a half milliards. A comparison with 
the pre-war circulation of under two milliards in the whole of Poland, shows 
the degree of inflation reached in the fifth year of German rule. 

The Eastern, formerly Russian, occupied territories have been subjected 
to a most — ‘ss exploitation. Poland’s forests, almost 60 per cent. of 
which are to be found in this area, have suffered considerably. While in 
other ai a the country the yearly cuttings generally do not amount to 
more than thrice the normal contingent, here, “ae in the more easily 
accessible areas, up to ten times of the yearly quota has been felled to satisfy 
various needs of the German war machine. Another characteristic feature 
of these areas is the way the Germans have treated the remains of the collec- 
tivization, started under Russian rule in agriculture, industry and commerce. 
The newly created ‘‘ sovchoz’”’ and “ kolchoz,” as well as the new combines 
or “‘ artels,” are to a large extent taken over as a whole by the German adminis- 
tration. ‘‘ Reprivatization ’’ seems to be the exception rather than the rule. 
When applied, it consists in establishing new “ owners’”’ and hardly ever 
in reinstating old ones. 

To sum up these short remarks on economic conditions in occupied Poland, 
it must be stressed that while material devastation, so far, may be smaller 
than during the last war, there are some deeper economic transformations, 
which are bound to influence development immediately after the war. The 
most important of these are: the merging of small agricultural holdings 
into bigger estates, which has resulted in a partial undoing of the former 
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Polish land reform ; concentration in industry and commerce, connected with 
the destruction of numerous smaller enterprises; the technical adaptation 
of many factories to new raw materials and substitutes ; and, finally, a dis- 
organization of the economy of the whole country by its division into several 
areas with different authorities, policies and currencies. Finally, the human 
factor in economic development cannot be disregarded. Poles are kept out 
of all the more important and responsible jobs, they have no influence on 
public or industrial administration; no higher or academic schools are in 
existence ; large masses of the population are thrown out of their homes 
and normal occupations, they are continuously underfed, and the general 
health standards have deteriorated considerably. The Germans have done 
everything possible to put back the clock of progress in Poland’s lifetime. 
It will take some effort and time to reach the starting point again. The 
enormous vitality of the Polish nation and its ability to work under the most 
difficult conditions are a guarantee that no efforts will be spared and that 
this task will be accomplished swiftly and effectively. 


Poland and Economic Collaboration 
By Dr. S. Kirkor 


(Head of the Financial Policy Department of the Polish Ministry of Finance) 


O judge by the experience gained during the inter-war period, it seems 

that if future peace is to be based on secure foundations a determined 

and sustained effort will have to be made to equalize the standard of 
living in countries which are at the same level of cultural development. There 
is evidence that during the discussions preceding the Versailles Treaty it 
was already realized that living standards would become one of the most 
crucial issues in international politics. In the inter-war period, unfortunately, 
no adequate policy—ard, what is more important, no adequate international 
institutions—were devised to implement these ideas. On the other hand 
many new restrictions were introduced which resulted in increasing the dis- 
equilibrium in the level of welfare of the various nations. One of the most 
important of these measures was the immigration restrictions, introduced by 
the countries of the new world, especially the United States, Canada and 
Australia. For many European countries, which owing to political reasons 
remained economically backward but had a quickly increasing population, 
this meant the closing of a greatly needed safety valve. Of course, no country 
wants to regard emigration as a satisfactory solution of its economic problems, 
but if other means are not available emigration has to be relied upon as one 
means of helping to equalize the standard of living among the various nations. 

The effects of emigration restrictions introduced after the last war were 
particularly grievous, as no counterbalancing measures were taken through 
the intermediary of other forms of international co-operation, such as that 
of promoting an adequate flow of capital to the over-populated countries. 
It would be no exaggeration to say that countries of the new world were 
trying to preserve their high standard of living by emigration restrictions, 
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which were tantamount to depressing the standard of living in the economicall y 
backward countries. 

The return to the pre-IgI4 economic policies as far as movements of 
capital and goods were concerned—though not as regards movement of popu- 
lation—proved a failure. These policies took insufficient account of the new 
political and economic factors. The failure of the international system was, 
of course, most apparent in so far as the raising of the standard of life in 
the backward countries was concerned. The final verdict came with the 
great depression, when every country had to look for salvation by its own 
efforts and with its own resources. Effective international collaboration at that 
time was very difficult to achieve. Political uncertainties and the fear of 
war began to dominate everything, and attempts to achieve a more efficient 
and fruitful economic co-operation among nations also failed. The war 
itself not only cut short these attempts but also put the clock back. If, 
however, we are well prepared and united in purpose, victory may give us 
an excellent and indeed unique opportunity for a new start. 

What role will national economic policies have to play in this new world ? 
Although methods will differ, it is obvious that the chief aim of any national 
policy must be full employment. In countries which economically are highly 
developed this is to be achieved by making full use of the existing means of 
production. The position is different in the case of economically backward 
countries such as Poland. In Poland, even if all the existing means of pro- 
duction were used to the full, it would still be very difficult to get rid of un- 
employment, which in the shape of so-called hidden unemployment affects 
great numbers of people living in the rural areas, but for whom agriculture 
cannot provide enough work. It must be remembered also that the annual 
increase in Poland’s population amounts to nearly half-a-million people, 
with corresponding need to find new possibilities of employment. It follows 
that any attempt to do away with unemployment in Poland can meet with 
success only if the country’s productive capital is considerably increased. Any 
acceleration of the investment programme, even if carried out without foreign 
help, will be followed by an increase in the demand for consumers’ goods. 
Only part of this new demand can be covered by the home market. The 
remainder must be provided through additional imports, which can be financed 
only by foreign credits. 

The great depression hit the poorer countries very hard, in particular as 

the prices of primary products suffered the greatest fall. Consequently, the 
purchasing power of these countries on the international market diminished 
very considerably, and this in turn had serious repercussions on the situation 
in the highly developed countries. These nevertheless reacted with new 
restrictive measures, such as the Hawley-Smoot tariff and the Ottawa Agree- 
ments. The economically weaker European countries thus became an easy 
prey to the unscrupulous policy of Germany, which through bilateral agree- 
ments got hold of the bulk of their foreign trade. The economic revival after 
1936 was partly based on an armaments boom but was also due to deliberate 
national plans for economic development. In Poland, for instance, a vast 
scheme for the industrialization of the so-called Central Region was success- 


fully started in 1936. 
After the war, the economic policy of Poland will again be directed towards 














48 THE BANKER 





industrialization, as this is the only way to attain full employment and to 
raise the standard of living of her population. Poland recognizes that to 
achieve this there is need for the co-ordination of national policies by inter- 
national consultation and co-operation. We recognize that appropriate 
institutions must be established which will deal with the various aspects of 
this co-operation. Poland therefore welcomes any schemes which have been 
or will be put forward in the near future for organizing and strengthening 
international collaboration. 

There is no doubt that the new proposal for an International Monetary 
Fund, aiming, like its predecessors, the Keynes and the White plans, at establish- 
ing an orderly =, for clearing international payments and maintaining 
stable exchange rates, is an important step in the right direction. Of course, 
stabilization of noe s will not suffice by itself. There is need also for a 
regular and continuous stream of foreign capital for the development of the 
backward countries, capital which must be available in sufficient quantities 
and on reasonable terms. As an exporter and importer of a wide range of 
raw materials too, Poland is, of course, greatly interested in the proper organiza- 
tion of their distribution and in the maintenance of stable prices. 

To sum up, Poland desires a close international collaboration after the 
war, not only because she believes it is in her own best interest but also because 
she knows that the other way lies disaster. Either the United Nations must 
go forward in a common effort, or we shall lapse into destructive isolation, 
which must certainly sow the seeds of yet another war. 


Polish-British Financial Relations 
By T. Janta-Polczynski, BSc. (Econ, 
(Of the Polish Ministry of Finance) 


HE shaping of financial relations between reborn Poland and Great 

Britain in the period between the two wars was, of course, largely deter- 

mined by the fact that Poland was a debtor country, needing great 
investments of capital to develop her natural resources. Like most of the 
Central European countries, Poland lagged far behind the Western nations 
in economic development. This in the case of Poland must primarily be 
attributed to political and military factors, since for more than a century her 
territories were under foreign domination. The last war, whose Eastern 
front ran mainly across Poland, seriously aggravated the economic situation 
of the country. 

In 1938, the average indebtedness of the Polish State, including war 
debts, was about {6 per head of the population. “This was a relatively low 
figure, even if one takes into account the very low level of the Polish national 
income. The figure was roughly equal to the yearly Polish pre-war national 

acome per head of the population, whereas in the United Kingdom before 
the present war the level of State indebtedness averaged about one-and-a-half 
times that of the British national income per head of the population. 

The total value of Polish public loans issued abroad and still outstanding 
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in 1938 amounted to about {£20,000,000, of which only about {1,000,000 
were loans issued in Great Britain. This represented the unredeemed part 
(i.e. half of the original amount) of the so-called Sterling tranche of the Polish 
7 per cent. Stabilization Loan of 1927. In 1937, the loan was converted to 
a nominal 4} per cent., in reality however to 6 per cent., in connection with 
the inclusion of the vat age currency clause, which previously had featured 
only in the dollar tranche of that loan. The only other Polish public loan 
quoted on the London Stock Exchange was the so-called 5 per cent. City of 
Vilna Loan, which was issued on the London market before the last war, in 
1912. Although a quarter of the sum borrowed never reached that city, 
owing to the ensuing war and revolution in Russia, and although much of 
the remainder was lost because of the war and devaluation, the Polish Govern- 
ment nevertheless agreed to revalorize the loan and arranged for its regular 
service. 

In the period between the two wars Britain built up considerable business 
interests in Poland, where over 40 per cent. of the capital of all the joint-stock 
companies was foreign-owned. With the exception of the United States, 
which acquired cosiderable investments in the oil and zinc industries after 
the last war, the largest foreign holdings in Poland were owned by France, 
Germany and Belgium, all of whom had substantial investments in these 
territories even before the last war. In 1938, British capital represented a 
little over 5 per cent. of the total foreign capital invested in business in 
Poland, and this had been invested mainly since 1919. British capital was 
especially active in the electrical, chemical and timber industries, and also 
in insurance and transport. 

In connection with these large foreign holdings the companies concerned 
naturally took advantage of working capital raised abroad, as owing to high 
rates of interest this was rather expensive when secured on the Polish market. 
It was estimated that at the end of 1938 these credits amounted to some 
{40,000,000 in all, though it is difficult to say how large was the British share. 
Nevertheless, British credits granted to Polish banks were growing steadily 
until the devaluation of the pound. In 1930, these facilities exceeded 
£4,000,000, but afterwards they gradually diminished. In March 1939, the 
liabilities of Polish banks to British banks amounted to less than £1,000,000, 
of which {£300,000 were sight liabilities. On the same date the de ‘posits of 
Polish banks in British banks amounted to some £500,000. 

In the early thirties, a new type of credit transaction was developed, to 
finance large development contracts secured by British firms. The credit, 
which was medium-term, was granted in actual goods. The transactions 
were guaranteed by the Export Credits Guarantee De ~partment, thus enabling 
the respective British firms to arrange for the required finance on the London 
market. Three such contracts were concluded between 1931 and 1934, 
each bigger than its predecessor. In 1931 there was the contract for the 
construction of an automatic telephone exchange in Silesia, the sum involved 
being £550,000. A further contract, this time for the sum of £2,000,000, was 
concluded in 1933, when two large British firms undertook the electrification 
of the Warsaw railway junction for the Polish State Railways. The largest 
of these three contracts was that concluded in 1934 for the installation of 
compressed-air brakes on the goods trucks of the Polish State Railways. 
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The total cost of the installation was £4,800,000, about one-third of the order 
to be executed in Great Britain and two-thirds in Poland. A substantial 
cash credit was also granted. In accordance with the terms of the contracts, 
over half of the total indebtedness had been repaid when the war started. 

The question arises, how much would Poland have had to pay each year 
to Great Britain for the servicing of the existing obligations, if the war had 
not intervened ? According to figures compiled by the Polish Ministry of 
Finance some months before the war, the capital repayments and interest 
due on all State, local government and State-guaranteed loans and credits 
would have amounted to {1,900,000 in 1939, dropping gradually to £1,000,000 
in 1942 and below £200,000 in 1945. These figures naturally do not include 
the transfer of dividends earned by British investments in Poland, or the 
service of other business loans or, finally, Poland’s payments for services 
such as shipping and insurance which were supplied by Britain. On the 
other hand, the only current item in the balance of payments between Poland 
and Britain which steadily showed a considerable surplus in Poland’s favour 
was that of Polish-British mercantile trade. Both in 1937 and 1938, for example, 
the Polish export surplus amounted to well over £2,000,000. 

These data signify that, financially speaking, a very sound basis was 
created in the pre-war period for the granting to Poland of new and large 
credits. For the last ten years before the war, however, Poland was receiving 
practically no long-term credits, of which, as an economically undeveloped 
country, she was in great need. This was one of the consequences of the 
economic and political situation existing since 1931, and an important factor 
contributing to the instability of pre-war Europe. After the war, there is every 
prospect of substantial development in the economic relations between the two 
countries. If Poland is granted adequate credit facilities to develop her great 
potential resources she will become a valuable and quickly expanding market 
for British exports and thus able to take increasing advantage of British 
financial and other services. 


Poland’s Access to the Sea 
By Leonard Mozdzenski 


(Director of the Maritime Department of the Polish Ministry of Industry, 
Commerce and Shipping) 


THEN Poland recovered her independence in 1918, her economic 
WV seructure was complicated by the fact that until the outbreak of the 
war in 1914 she had been partitioned between Germany, Austria- 
Hungary and Russia. Strong economic ties had been established between 
each of the partitioning powers and its Polish provinces. Furthermore, for 
four years, during the first world war, the whole of Poland was occupied by 
Germany and Austria-Hungary, which led to an even greater economic 
dependence of Poland on Germany and partly on Austria-Hungary. a 1922 
nearly half of Poland’s imports came from Germany, while 60 per cent. of 
her total exports went to Germany and Austria, taken together. 
Germany used every possible means to dominate Poland economically 
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and thus .prepare the ground for her political infiltration. In 1925, in the 
belief that Poland was so economically dependent on Germany that she 
could not exist without her trade, Germany began a customs war with Poland 
and closed her frontiers to Polish imports, in particular to Polish coal, hoping 
thus to achieve a complete strangle-hold on Polish economic life. Poland, 
however, did not capitulate. She took up the challenge. The customs war 
of German making spurred her into making full use of the access to the sea 
which was given to her by the Treaty of Versailles. Her policy was directed 
to the creation of a Polish merchant navy, to the development of the port of 
Gdansk /Danzig, and to the building of a new port, Gdynia, in purely Polish 
territory. This policy was successful. The turnover of goods, both imported 
and exported, grew very quickly in the ports of Gdansk/Danzig and Gdynia. 
In 1913 and again in 1919 the total turnover of goods cleared in the port of 
Gdansk/Danzig had hardly reached 2,000,000 tons, whereas as early as 1926 
the total turnover of Gdynia and Gdansk/Danzig together reached 6,750,000 
tons. Of this total, Gdansk accounted for 6,300,000 tons and Gdynia for 
450,000 tons. By 1938, the turnover of Gdansk alone had risen to 7,127,000 
tons, while Gdynia handled no less than 9,173,000 tons. Thus, these two 
ports together handled in 1938 nearly 78 per cent. of Poland’s foreign trade. 

Simultaneously, Germany’s share in Polish foreign trade fell very sub- 
stantially and in 1937 accounted for less than 20 per cent. both of Poland’s 
imports and exports. Thus, the Polish economic system began to be in- 
dependent of Germany and was in the process of becoming even more so. 
Even just before the present war, however, as much as 16 per cent. of Poland’s 
foreign trade was carried under the German flag, while only 10 per cent. of 
this trade was transported by British ships and about 11 per cent. by Polish 
ships. Poland also embarked upon the building of a Polish fishing fleet to 
cut down fish imports from Germany. This policy also was crowned with 
success. In 1938, as much as 30 per cent. of Poland’s fish consumption was 
caught by her own fishing fleet. To eliminate the necessity for German 
intermediaries in the importation of British herrings into Poland, special 
marine duties were introduced and transport of these herrings by direct sea 
route from Great Britain to the ports of Gdansk and Gdynia was made possible. 

Another important consequence of the growing importance of the sea- 
borne trade in Poland’s foreign trade was the remarkable growth of Polish- 
British trade. In 1923, exports from Poland to Britain amounted only to 
8.1 per cent. of Poland’s total exports, but in 1926 this figure rose to 10.4 
per cent., while exports from Britain to Poland rose from 5.8 per cent. to 
17.1 per cent. in 1926. 

There is every reason to believe that her inability to dominate Poland 
by economic penetration was one of the motives which drove Germany to 
attack Poland in arms in September 1939. When the second world war 
broke out, the Polish merchant ships and deep sea fishing boats were con- 
centrated outside the Baltic in British and French ports, in accordance with 
a plan devised long before the war. Only the ships needed to defend the sea- 
shore were left and these were sunk in the performance of the duties allocated 
to them. It is worthy of note that, although all the entrances to the Baltic 
from the North Sea were shut off by the German Navy, only 5 per cent. of 
the Polish merchant tonnage was lost in the defence of the Polish shore and 
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all the Polish harbours, and not a single Polish ship was captured by the 
Germans undamaged. Ever since the beginning of the war, the Polish merchant 
navy has co-operated with the British merchant marine. This co-operation 
is based on a special agreement signed by the British and Polish Governments 
as early as October 1939. 

When France collapsed, the Polish merchant ships spared no effort in 
trying to escape from Nazi-controlled French ports and ran severe risks to 
join British merchantmen and to reach British harbours. Polish merchant 
ships sailed together with the British merchant navy plying the seven seas, 
including even the Pacific and Indian oceans. They acted as transports 
for war supplies and as troop ships; they helped in evacuating civilians 
from France to Britain. Furthermore, they brought to Britain the first con- 
tingents of Canadian troops; they largely assured the transport of Polish 
forces from the Balkans to France, and then again to the Middle East ; they 
supplied the Allied armies during the Battle of Norway and the Battle of 
France ; they took part in the evacuation of Allied troops from France and 
Africa to Britain, and some of them even evacuated British children to 
Australia. Several Polish ships, in particular the S.S. Warszawa, took part 
in the evacuation from Greece and Crete, and also in the African campaign, 
particularly in bringing supplies to Tobruk. Other Polish ships were in 
convoys which took supplies to Singapore, to the Malay States and to the 
Dutch East Indies and again in the Arctic convoys carrying supplies for the 
Red Army to Murmansk and Archangel. 

There was hardly an Allied naval action in which Polish merchantmen 
did not take part; they were present at the naval operations during the 
landings or raids on Narvik, Trondheim, Rouen, Brest, Nantes, Bordeaux, 
Bayonne, St. Jean de Luz, Dakar, Casablanca, Oran, Algiers, Sicily, Salerno, 
Bari, Anzio, Pireus, Crete, Tobruk, Diego-Suarez in Madagascar, in Syrian 
ports and Singapore. At least seven-eighths of the Polish shipping is working 
exclusively for the needs of the Allies, principally Great Britain. 

The Polish merchant navy has suffered very grievous losses, over 50 per 
cent. of its total tonnage was sunk; and among the units lost were many 
of its most modern ships. According to the plan adopted by the Polish 
merchant navy in 1937 its gross tonnage was to be 650,000 tons in 1945. 
It was hoped that at this level the German flag would be completely evicted 
from Poland’s foreign trade, 50 per cent. of which would be carried under 
the Polish flag while the remaining 50 per cent. was to be carried under the 
flag of friendly powers. It should always be borne in mind that the economic 
independence of Poland from Germany through direct trade relations with 
overseas countries is absolutely indispensable if the true independence of 
Poland is to be secured. If British goods supersede German exports in Central 
European markets, this will have ‘fer wider results. Such a change would 
help Poland and the other countries in that part of Europe to strengthen their 
independence and it would prevent German economic infiltration, which 
eventually leads to economic domination. But to make these Central European 
countries accessible to British exports, the freedom of the Baltic Sea must 
be secured. And this can be achieved only keeping its outlets open, by 
suppressing the German control of these outlets in favour of Great Britain, 
the natural guardian of the freedom of the seas. 





